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NATIONAL FINANCE AND THE INCOME TAX. 

Tue tariff act of 1894 marks the second occasion on which 

the government of the United States has undertaken the collec- 

tion of an income tax.’ It differs from the first experiment in 
this direction mainly in this, that it attempts to do, in a time of 

profound peace and under circumstances of no unusual pressure, 

what was then boldly carried through as a part of the plan of 

finance for meeting the strain of a great crisis. That it should 

attempt to do this by methods not approved by the practice of 

those countries that have made the most successful trial of this 

form of taxation is, perhaps, even more remarkable. The first 

income tax was a product of the Civil War. Although there was 

then no precedent for the use of this unusual expedient in the 

history of American finance, its introduction encountered little 

opposition ; indeed, it was one of the earliest of the many changes 

of system that the war brought with it. It found its ample 

justification in the extraordinary character of the emergency ; 

and, though hastily developed, crude, and imperfect, it proved 

itself, during the years when the strain on the national resources 

was heaviest, a reliance of unfailing strength. There was no 

thought, however, of retaining it as a permanent part of the 

* The sections of the Act of August 28, 1894, which make provision for the levy of 
the income tax, are secs. 27-37. 

VOL. 3, No. 3. 255 



256 JOURNAL OF POLITICAL ECONOMY. 

financial system. It was, indeed, like other parts of the internal 

revenue system, continued for some years after the war, but it 

never ceased to be regarded as a part of the machinery of finance 

made necessary by the war, that was to be put aside on the 

return of easier conditions. It was repealed in 1870; and it is 

safe to say that there were few men in public life in this country 

then, and for many years later, who would have ventured the 

prediction that, within a period of less than twenty-five years, a 

Congress would be found, willing to return to the use of this 

expedient in almost the identical form in which it had first been 

tried. The unexpected, however, has happened; but it has hap- 

pened under circumstances that leave little room to doubt that 

the income tax of 1894 was, at least, as much the result of a legis- 

lative caprice as of any well-considered judgment of its necessity. 

To go no deeper, at this point, into the influences that were 

responsible for the imposition of this new burden, it is clear that 

the questions of money and the tariff occupied so much the 

most prominent place before the Congress that enacted the 
income tax, that less than ordinary significance attaches to the 
ready acceptance with which the proposed measure met. A new 

Congress is as likely to reverse as to continue the policy thus 

hastily struck, the more so as the methods adopted to give it 

effect are not such as will tend to commend this form of taxation 

to the judgment of the people. But, whatever may be the 

decision of a future Congress, it is hardly to be expected that 
the enlightened friends of the income tax will permit its fate in 

American finance to be decided by a single trial, under such 

unpromising circumstances as the present. The recent legisla- 

tion on this subject has fairly raised the question, if it has not 

settled it. For the time being, the income tax marks so radical a 

departure in the traditional revenue policy of the general gov- 

ernment as to raise at once the most serious questions regarding 

the necessity of change, the nature of the remedy, if any, needed, 

and the considerations that should govern in the choice. 

For upwards of a century, indeed ever since the establish- 

ment of the government under the new constitution in 1789, it 
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has been the well-established policy of the treasury of the 

United States to place its main dependence for revenue upon 

indirect taxes levied on consumption; and, among these, the 

place of first importance has aiways been held by duties on 

imports. Little favor has ever been s'.own by the general gov- 

ernment to direct taxation in any form, although Congress was 

left quite unrestricted in its choice of expedients by the con- 

stitution. From the very beginning it turned to indirect taxes 

as its most appropriate method. The circumstances that deter- 

mined the choice are easily understood ; they were mainly those 

growing out of the earlier experiences of the colonies and states 

before union in 1789, and the federal character of the newly 

created government. And the hold thus obtained, at the out- 

set, by indirect taxes was later considerably strengthened by the 

additional support derived from the steady presence in our national 

politics of a party favoring the imposition of high duties on 

imports for protective purposes. But the main reasons were 

the two first mentioned. Taxation was extremely unpopular in 

this country after the beginning of hostilities with the mother- 

country, and this unpopularity accounts for much that is peculiar 
in the course of American finance before 1789. It was the gen- 

eral dislike of taxation in almost any form that had led the sepa- 

rate states, in casting about for resources, to adopt that form 

which universal experience pointed to as the least likely to pro- 

voke opposition. Direct taxes were therefore mostly avoided, 

the needed revenues being raised mainly by taxing consumption 

in the convenient form of duties on imports. What the states 

had thus wisely avoided, the federal government was not ambi- 

tious to undertake, the less so as it was secured against all possi- 

bility of state competition for the main source of revenue, by 

that provision of the constitution which prohibits the states from 

laying duties on imports. Without attempting to define the 

line very sharply, the makers of the constitution had undoubt- 
edly contemplated a division of the sources of taxation between 

the general government and the states. It was such an idea 

that suggested the limitation on the taxing power of the states, 
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just referred to. It was expected that the states would derive 

the main part of their revenues from direct taxes levied upon 

the property or revenues of their citizens, and that the general 

government would most appropriately draw its chief income 

from indirect taxes on consumption. Some such an apportion- 
ment of the sources of revenue was almost a corollary of the 

federal principle on which the new government was being organ- 

ized. It was therefore from the beginning instinctively respected 

by both governments in the exercise of the taxing power. 

There has been occasional friction, but nothing noteworthy. 

The original line of cleavage contemplated by the constitution 

has hitherto been adhered to without difficulty. The income 

tax of 1894 marks the first noteworthy departure from it, not 

taken under the pressure of financial necessity. Herein lies its 

main interest in the history of national taxation. But it has a 

much deeper significance as an indication of the direction in 

which the political and social tendencies of the time are work- 

ing. As regards the former, its chief interest lies in the con- 

vincing evidence it gives of the rapidity with which the process 

of centralization in this country is effectually obliterating the 

line between state and nation as an important boundary of polit- 

ical functions; and, as regards the latter, it is the most striking 

assertion we have had, in federal legislation, of the drastic spirit 

of modern industrial democracy. 

The revenue policy of the United States begins with the tem- 

porary tariff of July 4, 1789, laying duties on imports and ton- 

nage. The tariff system of taxation was the system, we have 

seen, which naturally recommended itself at the time; and, 

although still untried on a large scale, little doubt was felt but that 

it would prove an adequate basis for the financial system about 

to be developed. Hamilton, indeed, and others who were largely 

influenced by his opinions, desired, at the outset, to strengthen 

the system by the incorporation of certain elements of internal 

taxation ; and, somewhat later, as the growing needs of the treasury 
caused customs duties to be pushed nearer to what was believed 

to be the point of highest productiveness, this desire gained 
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ground, and various internal taxes’ were then levied to supple- 

ment the income from the main source. It was not intended, 

however, to raise a very large proportion of the public income 

by internal taxation ; and, during the period of their continuance, 

the internal taxes yielded hardly more than one-tenth of the total 
tax revenue collected by the government. Trifling, however, as 

was the amount of revenue that it was attempted to obtain from 

this source, the new taxes encountered a strong popular preju- 

dice; and dissatisfaction with the internal revenue system of 
Hamilton was not the least important element of that opposition 

to federalist principles and practice that caused the political 

overturn of 1801. Among the immediate changes of system 

made by the party of Jefferson and Gallatin was the abolition of 

the internal revenue duties,’ the step being made possible with- 

out detriment to the public revenues because of the unexpected 

swelling of the receipts from customs owing to the rapid expan- 

sion of foreign trade at the beginning of the century. From 

this time onward down to the Civil War there was no thought of 

a return to the revenue policy of Hamilton; the decision of 

1801 was accepted as marking a definitive change of policy in 

favor of exclusive dependence on customs duties. The only devia- 

tion from the strict line of this policy was that made under the 

pressure of the trying times of the War of 1812. When all 

other resources had so far failed that the operations of the treas- 

ury were threatened with a complete breakdown, 1813-14, the 

internal revenue system was brought to its support. But it was 

of brief duration, disappearing with the special emergency that 

*The most important were those laid by the Distilled Spirits Tax Act, March 3, 
1791, I. Statutes at Large, 199; the Carriage Tax Act, June 5, 1794, /did., 373; the 

Stamp Tax Act, July 6, 1797, Jdid., 527 ; the Direct Tax Act, July 14, 1798, Zbid., 597. 

The Carriage Tax Act furnished the first occasion for a judicial interpretation of the 

phrase “direct taxes,” as employed in the constitution.—See Hy/ton vs. United States, 

3 Dall., 171. 

2 The repealing statute bears date of April 6, 1802, II. Statutes at Large, 148. 

3 The acts organizing the system were those of July 22 and 24, 1813, III. Statutes 

at Large, 22,39. The other important legislation is, the Carriage, License and Auc- 

tion Tax Acts, July 24, 1813, /déd., 40, 42, 44; the Stamp Tax Act, August 2, 1813, 

/bid., 77, and the Direct Tax Acts, August 2, 1813, January 9, 1815, /éid., 53, 164. 

TT TI 



260 JOURNAL OF POLITICAL ECONOMY. 

had occasioned its use." Again, during the Civil War, when the 

interruption of foreign trade had caused a great falling off in the 

revenues from imports, and public credit was failing, the treasury 

turned once more in its embarrassment to internal taxation as its 

most certain resource ; and before the close of the war a system of 

taxation had been elaborated more diversified, more complex 

and thoroughgoing in its provisions than any that had ever been 

developed by the financial necessities of any other country* in a 

similar period of time. But it was devised purely as a temporary 
expedient, and although parts of the system have lingered on 

till the present day, this has been simply because the force of 

circumstances did not permit so speedy an abandonment of the 

entire system as was possible after the War of 1812. So far as 

was compatible with the policy of rapid debt reduction, Congress 

after the war usually availed itself of improving fiscal condi- 

tions to diminish the rigor of the internal revenue system. 

One after another the internal duties were repealed until by 1872 

only remnants of the original system were left. And such as 

were retained have not ceased to be regarded as “war taxes,” 

even to the present day, though continued in times of ease and 

peace. When Congress took up the question of raising a larger 

revenue by internal taxation in 1894, there were left of the old 

system the excises on distilled spirits, beer and tobacco, and the 

tax on national banks. From these a very substantial propor- 

tion of the national revenues is still derived, but their retention 

is not to be taken as indicating a change in the policy that 

was deliberately adopted at the beginning of the century; the 

less so, as the particular forms that have been retained play so 

fitly into the general scheme of taxing consumption. Our main 

dependence in times of peace has always been duties on imports ; 

these have been the characteristic part of our revenue system, by 

* See the Reducing Act, March 5, 1816, III. Statutes, 255, which repeals the Direct 

Tax after the year 1816; and the Internal Revenue Repeal Act, December 23, 1817, 

Lbid., 401. 

*See Act for Increased Revenue, August 5, 1861, sections 8-48, XII. Statutes, 

294; Internal Revenue Act, July 1, 1862, /did., 432; Internal Revenue Act, June 30, 

1864, XIII. /éid., 223; Internal Revenue Act, March 3, 1865, Jéid., 469. 
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reference to which its strength or weakness is to be tested. 

However lasting the changes which the war may have made in 

other parts of our financial system, no such sensible impression 

was produced upon the revenue policy of the government. 

Whatever sanction this policy may be thought to derive from 

its long-continued use by the United States government, it will 

not be found when brought to the test of examination to pos- 

sess all those elements which experience shows to be necessary 

in a well-constructed financial system. Looking at taxation! 

purely in its primary function as a mode of supplying the needs 
of the treasury, productiveness and expansiveness appear to be th 

most essential requisites of a well-devised scheme. No tax or sys 

tem of taxation can be said to satisfy the requirements of fiscal ade- 

quacy that is unequal to the task of providing revenues both at 

the times, and in the amounts, in which they may be needed. 

The expenditure of government is the measure of its need of 

revenue, and in the swiftness, ease, certainty and exactness with 

which this, at any rate to the extent to which it is not to be 

supplied from other sources, is provided, is found the supreme 

test of the fiscal expediency of a system of taxes. The ideal 

contemplated in the ordering of public finances is, or should be, 

the attainment of as nearly an exact equilibrium between receipts 

and expenditures as the errors inevitably incident to all matters 

of financial calculation will permit. Budgetary equilibrium is at 

once the condition and the symptom of sound finance. Disturb- 

ances of equilibrium mean either deficits or surpluses, and both, 

though in unequal degrees, are evils to be avoided. Whatever 

misleading implications the doctrine, as ordinarily stated, that in 

public finance it is expenditure that determines income, may sug- 

gest, the substantial element of truth the doctrine contains is yet 

so far certain that it must be taken as the starting point in any 

search after the working principles of taxation. Since the supply 

of the state with adequate resources is the one universally 

admitted object of taxation, the extent to which any particular 
system in practice admits of easy adjustment to the varying 

needs of the treasury may be said to mark the degree of fiscal 
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perfection attained. | As are the expenditures so should be the 

revenues. | Now the leading items in the budget of expenditures 

of any well-regulated modern state show, under ordinary circum- 

stances, a tolerable degree of constancy from year to year, steady 

and appreciable growth over longer periods of time, but frequent 

and sometimes violent fluctuations in times of emergency or dis- 

turbance. The tax system should, therefore, combine the differ- 

ent forms of taxation best adapted to secure these different 

objects. It should not only grow automatically in productive- 

ness to keep pace with the normal growth of public outlay, but 

it should also contain such elements of elasticity and expansive- 
ness as will make easy the tasks of incessantly adjusting receipts to 

expenditure, and of providing against the strains of sudden emer- 

gencies, without undue inconvenience to the contributors. And 

an added burden, it is to be observed, is thrown upon the elastic 

element in a system in which it is necessary to provide, not only 

for variations of expenditure, but also against fluctuations of 

« receipts. 

” In both of these respects the revenue system of the United 

\seates has shown itself to be singularly defective. Both of the 

difficulties alluded to have been repeatedly experienced.’ Leav- 

ing out of account the disastrous failures of the customs revenue 

system during the War of 1812 and the Civil War, and going back 

no further than the year 1870, striking evidences of the inade- 

quacy of our fiscal system may be found in abundance.* The 

re-establishment of industry on its normal basis after the close 

of the war and the rapid recovery of credit were followed in 

1869 by an unusual burst of speculative activity, affecting almost 

every branch of trade and industry. Foreign commerce rose 

with a bound, imports reaching in 1873 the highest point they 

had ever attained till then and for a decade after. The customs 

receipts grew correspondingly, and in the years 1870-71 and 

1871-72, the treasury was struggling with a surplus of over 100 

* The reader who desires further information is referred to a detailed historical 

investigation on “The Adequacy of the Customs Revenue System,” by Mr. R. F. Hoxie, 

in this JOURNAL for December 1894. 
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millions, for which no adequate outlet could be found, even in 

purchases of the public debt. In its embarrassment Congress 

undertook to check the inflow of redundant revenue by a reduc- 

tion of taxes. The duties on tea and coffee were repealed, the 

internal taxes on whisky and tobacco were lowered, and the 

general tariff on imports was subjected to a horizontal reduction 
of 10 per cent.—all in 1872. But before the effects of these 

changes were fairly felt the situation of the treasury was quite 

reversed. The crisis of 1873 caused a great diminution in the 

volume of imports, and a sharp falling off in the revenues of 

the government. Customs receipts dropped 25 per cent. in two 
years, 1872-74, and the movement in this direction continued 

until 1879, notwithstanding the efforts of Congress to remedy 

the situation by reimposing, in Igy5, the 10 per cent. stricken 

off of the tariff three years befor€. In 1878 receipts from cus- 

toms were more than 4o per cent. lower than they had been five 

years before, and the treasury was without any effective means 

of filling up the increasing deficit in its receipts. The shrink- 

age in the revenues proved so serious that it was necessary in 
1875 to suspend purchases on account of the sinking fund. It 

was not until business revival set in, in 1879, that the situation 

began to improve, but it then improved so rapidly that by 

1881 the treasury was again struggling with a surplus. The 

wasteful extravagance that was stimulated by the recurrence 

of thig surplus through several succeeding years is a matter 

of too” recent history to need to be detailed here. The 

result has been that with falling revenues after the depres- 

sion of 1890 and the panic of 1893, the treasury has been unable 

during the past two years to meet its engagements, without a 

resort to borrowing on a considerable scale. The present deficit 

will probably be short-lived, and it is more than likely that a 

redundant revenue will appear in the course of a year or two 

under the tariff of 1894. But then the question must present 

itself, if not sooner, whether the income tax shall go, or the 

tariff be lowered and the income tax retained as a permanent 

part of the fiscal system. Certain it is, that the most urgent 
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need of our fiscal system is the presence of some elastic 
element for making possible an adequate provision against the 

inevitable fluctuations in the receipts from the main source. So 

{long as customs and excise duties continue to be our main 

jreliance, a repetition of the unwholesome experiences of recent 

lyears must be expected. Superabundant and highly expansive 

in seasons of business prosperity, they as readily become deficient 

under the influence of an unfavorable change of trade, and are 

a most precarious dependence in the face of an emergency. No 

kind of revenue is so variable as that derived from taxes falling 

upon the uncertain and uncontrollable basis of general imports ; 

and none is so hard to regulate without producing disturbances 

of industry and causing inconvenience to contributors. Excise 

duties are more stable than customs receipts, but they are plainly 

not adapted to perform a lenes of the adjustable element 

in the financial system. The interests affected by them are too 

serious to be subjected to the uncertainties of changes springing 

out of fluctuations of the public revenues. What is needed for 

this purpose is some tax tapping the fund from which the income 

of government, however collected, must all ultimately be. drawn, 

more nearly at its source; diminishing, thus, the hardships of 

sudden changes of rate, while at the same time enabling the 

treasury quickly to find relief by filling up a deficit or lowering 

a surplus, as occasion may require. And here it is to be observed 

that the peculiar qualities, and the remarkable success which 

has attended the use of the income tax, when applied to the 

discharge of this function in the financial system of at least one 

leading European state, make it worth while considering whether 

a properly arranged income tax may not be advantageously 

employed in our system. England has now for more than hal 

a century made use of an income tax of variable rate to supply 

the ordinary deficiencies of receipts from other sources; and the 

close approximation with which receipts are habitually adjusted to 

expenditures under the British system is, in no small degree, to 

be attributed to the action of this unerring financial lever. / 

Going further, and noting the efficacy of the income tax asa 
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resource for meeting the requirements of extraordinary occa- 
sions, it may be said that both English and American experi- 

ence have proved it to be, under such circumstances, an ‘engine 

of gigantic power,’ absolutely without a rival. Its productive- 

nessjand its expansiveness, and the speed and ease with which 

the flow of increased revenue can be started in response to an 

increase of rates—these are the substantial merits which have 

caused the English income tax to be maintained, in spite of its 

great unpopularity and the abuses of administration that exist 

under it. The efficacy, not the equality of the income tax, has) 

been the chief boast of English financiers. 

If, then, it had been with some intention of strengthening the 

weak parts of our financial system that Congress had proposed 
to undertake the levy of an income tax, the movement in this 

direction would have much to commend it. But it was from no 

such point of view that this delicate question was approached. 

Considerations of fiscal expediency had little or no weight in 

determining the decision of Congress. The debates disclose sur- 

prisingly little reference to the fiscal uses of the income tax. 

The fiscal necessities of tariff reform were, indeed, urged by some 

as the real occasion for the introduction of the income tax. But 

the number of those in whose minds the income tax was coupled 

as the condition of an effective reduction of the tariff was unim- 

portant. No such necessity as that which brought Robert Peel, 

fifty years before, in England, to make an income tax the price 

of commercial reform, existed in the United States in 1894. And, 

moreover, whatever need there may have been of supplementary 
taxes to bring up the revenue of the government to the required 

level, under the changes of duties contemplated in the Wilson 

bill, quite completely disappeared after the. restorations of rates 

made by the Senate and finally accepted by the House. As 

enacted, there was every reason to believe that the new tariff of 

1894 would soon produce such a copious yield of revenue as to 

make any new taxation unnecessary. At any rate, it is clear (and 

* This description was applied by Mr. Gladstone to the English income tax in 
1853.—Financial Statements, p. 47. . 

/ 
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this was pointed out) that any deficiency of revenue that the 

revision of the tariff might have been thought likely to occasion 

could be supplied, quite as effectively and at least as speedily, by 

increasing the internal duties on tobacco, beer, etc., and without 

producing any such break with existing methods as the introduc- 

tion of an income tax implied. It would be going too far to 

deny that the object of the income tax was revenue, but it is just 

as certain, on the other hand, that the ulterior purpose that con- 

trolled the selection of the particular expedient adopted sprang 

out of an entirely different sort of necessity from that of the 

treasury. Need of revenue has usually been, in the case of most 

governments, the occasion for the imposition of new taxes; and, 

in the choice of methods, the real or supposed interests of the 

financial system have been allowed chief weight. But neither 

fiscal necessity nor fiscal expediency counted for much with the 

Congress that voted the income tax of 1894. The one did not 

compel the choice nor did the other determine the form of the 

tax adopted. 

The necessity which does, however, explain the easy acquies- 
cence of a majority of Congress in the proposition for the income 
tax, is the peculiar necessity under which certain classes of poli- 

ticians habitually find themselves, of accommodating their opin- 

ions to the supposed demands of the people, whenever the feeling 

of popular discontent takes on the form of an organized move- 

ment. Party necessity certainly fails to account for it, for neither 

of the great political parties had ever considered the income tax 
in convention or embodied any reference to it in its platform ; 
and both were seriously divided on the question of its adoption. 
At no stage in its legislative history was the income tax a party 

question ; indeed, it hardly became a question in any form until 

after its passage seemed assured. The tax programme of the 

Democratic party stopped short with promising a simplification 

and reduction of the tariff and an equalization of its burdens upon 

different interests. But, while this was so, the passive attitude 

that the party took, in 1892, on what was certain to become a 

question in the next Congress, was not without its significance in 
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indicating the temper of a considerable section of its following. 

And, still more, the tide of popular feeling on which the Demo- 

cratic party was carried into power in the elections of that year, 

was undoubtedly one that supported the pretensions of those who 

asserted that the people would expect from the new Congress a 

much more radical change of system than a mere reform of the 

tariff. The popular verdict against the McKinley tariff in 1892 

reached much further than the tariff. It expressed a general sen- 

timent of hostility against the power of trusts, and monopolies, 

and corporations, that at bottom springs from the deep feeling of 

unrest at the widening gulf that separates the wealthy few from 

the masses of comparatively poor—a feeling which is rapidly 

becoming a shaping force in American legislation. And it was 
the momentary strength of this feeling, taking the organized form 

of Populism, that explains the readiness with which the repre- 

sentatives, of whateve. party, from those sections of the country 

on which the pressure of hard times has weighed with particular 

severity in recent years, listened to the proposition to impose a 

tax falling mainly upon the incomes of the rich. Hard times 
have seldom failed to produce the suggestion of more or less 

drastic remedies directed against the rich, and taxation is simply 

one of the convenient methods of social redress that modern 

democracy has hit upon for this purpose. For some time past, 

the Populists and other allied political movements, have demanded 
progressive income taxes as a part of needed reforms, and prin- 

cipally for the reason indicated. To say that in all cases the 

motives are those of social redress would be an exaggeration. 

No doubt many of the farmers in the South and West believe 
themselves to be overburdened with unjust taxes, and are seek- 

ing relief. But the chief strength of the income-tax movement 

came from those who believed that they had a grievance against 

the rich rather than against the treasury. Nothing else than 

such a feeling will explain that provision of the new law which 
places the limit of exemption so high as $4000. And it is pre- 
cisely this that sets the taint of socialism upon this legislation, 

and constitutes its main danger. It would be idle to deny the 
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reasonableness of the popular demand for tax reform, and the 

wisdom of making substantial concessions to it. The distribution 

of taxation is far from satisfactory. But it would be just as idle 

to deny the subversive tendencies of modern radicalism in taxa- 

tion, and the danger there is of taxation being manipulated as an 
instrument for depleting the well-to-do and wealthy classes. 

There are two broadly distinguishable points of view from 

which any question in taxation may be approached; complete- 
ness of view can only be reached if neither be neglected. The 

one relates mainly to the interest of the state, the other to that 

of the individual. Is it expedient? Is it just? These are the 

questions to which all others eventually reduce themselves. The 

questions of progressive rates, exemption of the small incomes, 

heavier taxation of permanent incomes, and the like—these are 

the questions of justice in taxation. Questions of expediency, 

on the other hand, relate mainly to the forms, methods, and 

effects of taxation. Ordinarily, at least, these represent con- 

trasted considerations, because the forms of taxation most expedi- 

ent for raising revenue are seldom those best adapted for realizing 

the idea of justice in the distribution of its burden. In its 

simplest analysis, taxation is taking from the wealth of the indi- 

vidual for the service of the state. To the contributor, therefore, 

the tax is a sacrifice, to the state it is a gain. So far there is an 

opposition of interest. The obvious interest of the state is to 

raise its needed revenue with the least difficulty and, for this 

purpose, to adopt those methods and objects of taxation which 
seem best calculated to reduce to the lowest point the inevitable 

friction between itself and the contributors. The interest of 

contributors, as a class, on the other hand, is to have the sacrifice 

for each as far as possible minimized by equitable apportionment 

of the burden among all. So far there is an agreement of inter- 

est between the state and the contributor, for whatever dimin- 

ishes the sacrifice of taxation for the latter necessarily reduces 

the difficulty of raising revenue for the former. At this point 
the views of expediency and justice coincide, and, were this all, 

the case for justice in taxation would be easily established. But 
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there is need of a qualification. While it is the interest of the 

individual as a member of a class to have the apportionment of 

taxes made equal, as an individual he tries to escape with as 

small a share of the burden as possible. The instinct of private 

interest proves stronger than the sense of public duty, and thus 

destroys the equity the state would observe. Hence the diffi- 

culties of taxation. At this point there is a divergence between 

expediency and justice in taxation. Failing to find in an equi- 

table apportionment the sought-for method of diminishing the 
difficulty of raising revenue, the state turns to those methods 

which seek to reduce the burden of taxation by disguising it. 

Recognizing that sacrifice is quite as much a matter of feeling 

as of reason, the state chooses for raising its revenue those kinds 

of taxes which are least likely to suggest to individual experience 

the fact of their existence or amounts. The modern state feels 

itself especially strongly impelled to adopt this course, because 

the rapid growth of its expenditure constantly increases the 
friction of taxation, and thus embarrasses the raising of revenue. 

The impatience of taxation is still everywhere such that the state 

must either abandon the attempt to raise a large revenue or 
else be prepared to accept the alternative of collecting it by 

methods inevitably more or less unequal in their operation. It is 

the pressure of modern taxation that complicates the problem of 

its reform and explains why it is impossible to accept any 

theory of finance that does not so far subordinate all other con- 

siderations as to make expediency the decisive test. The 
demands of justice are important, but the need of revenue is 

imperative. 

It is, nevertheless, a leading characteristic of the tax-reform 

movements of the present day to consider questions of taxation 

mainly or exclusively from the side of justice with little concern 

for other consequences. The democratic trend is all in this 

direction. The recent tax reforms of Prussia, Holland and 

Australasia are so many expressions of this tendency toward 

the more adequate realization of the ideal of just taxation 
The attempt is made to throw a larger share of the burden upon 



270 JOURNAL OF POLITICAL ECONOMY. 

the prosperous classes, by means of graduated rates applied to 

incomes, inheritances, property and “opportunity”’—all these 

being taken as convenient tests of what a man ought to pay who 

has been successful. The cost of government under this theory 

is to be borne in an increasing degree by the few, though it is 

being incurred in an ever increasing degree for the benefit of the 

many. The notion of the tax being a payment for benefits has 

quite disappeared from modern theories of reform, although it 

held a place of great importance in the financial doctrine of the 

last century. Inthe general spirit of the negative doctrine of 

the time, the eighteenth century individualists laid down the 

rule that as taxes were the price of the services of government they 

should be distributed amongst all like any other common 

expense, in the proportion in which each was benefited by the 

action of government. The obvious justice of each paying for 

what he gets was what recommended this simple rule of taxation 

to the school of social philosophy that invented it, and this same 

circumstance also explains the strange vitality it has shown, 

notwithstanding the impracticable nature of the criterion it pro- 

poses. Originally invented as a limitation upon the arbitrary 

exercise of the taxing power by the absolute monarch, it may 

again be appealed to as the defense of the few against unreason- 

able taxation by the many. The sound kernel of truth the 

doctrine contains is the need to which it points of observing 

some relation between the distribution of the benefits of govern- 

ment and the distribution of the pressure of taxation. That this 

task is impossible with reference to the individual has frequently 

been pointed out, for no method of keeping accounts between 

the individual and the state has ever been devised by which 

his general liability can be determined on the guid pro quo prin- 

ciple. In some few cases, indeed, it has been found possible to 

measure benefits received, and then they have been made the basis 

of apportionment, ¢. g., the water rates, special assessments, etc., 

of local finance. But while admitting that, in the case of the 

individual, taxation is something more than a phenomenon of 

price, it does not follow that the doctrine of proportioning 
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burdens to benefits may not have some meaning when applied to 

classes. The class and not the individual, it should be remem- 

bered, is becoming more and more clearly defined as the unit in 

modern taxation. Certain kinds of public action are undertaken 

by the state specifically in the interest of particular classes, and 

those who do not participate in the advantages may well com- 

plain when they are compelled to contribute for such purposes. 
The dangers of allowing one class to vote expenditures in its 

own particular interest, to be defrayed by the taxation of another 

class, were never so great as under the democratic régime of the 

present day. And it is against this form of class oppression that 

the doctrine of taxation in proportion to benefits may well be 

recalled. Plain justice requires that the burdens should "7 

localized where the benefits are enjoyed. It is only when we are 

dealing with the apportionment of a given burden among the 
members of a class, and when we come to those kinds of govern- 

mental action that are necessarily so general in their scope as to 

affect all classes indiscriminately, that there is any occasion to 

fall back on the ethics of taxation. There is all the more need 

of caution in this regard because of the illusive character of 

much that at present parades under the name of the “equities of 

contribution.” 

During the past century and more particularly during the 

past generation, the science of finance has occupied itself as 

never before in the search after the rules of justice in taxation 

applicable to the increasingly complex conditions of modern 

life. Thus far, at least, it cannot be said to have been very suc- 

cessful in the quest, and, mainly, it is to be feared, because of 

the generally unsettled state of scientific opinion upon the whole 

question of the nature of the justice to be attained through the 
social union. The distribution of taxation is more than any problem 

in distribution ‘‘a matter of human institution solely.” The ethics 

of taxation is simply the ethics of distribution applied to a particu- 

lar set of conditions, and must necessarily wait upon the latter 

for its satisfactory solution. The wisdom of the century long 

ago declared that in taxation, as in all other matters of govern- 
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ment, the principle of equal treatment of all should obtain. But 

how to realize the idea of equality in a definite working rule of 
finance is the problem that has not yet been answered. We seem 
to have made no nearer an approach to a final solution in our 
day than was reached fifty years ago. The exact content of the 
doctrine of equality of sacrifice still remains to be determined." 

There is here a wide margin of debatable ground which each age 

and each class has always sought to dispose in its own way. 

The answer that our age is seeking to formulate has been pro- 

foundly influenced by the advent of modern industrial democ- 

racy to its present position of dominant political influence, 
We are fast coming upon the democratic era in taxation ; and 

signs are not wanting that the distribution of taxation in the 

future will in an increasing degree be affected by the distribution 

of political power. The phenomenon will not, perhaps, be a new 

one, for the interests of the ruling classes have always more or 

less selfishly determined the distribution of taxation; the burden 

has always displayed a strong tendency to fall along the line of 

least resistance. The tax system of the Middle Ages, resting upon 
the feudal doctrine of predetermined class distinctions, favored the 

exemption of the privileged orders from taxation. Social status, 

not economic capacity, was the paramount circumstance control- 

ling the apportionment of taxes. Taxes were regarded as a sort 

of servitude, from which the “honor” of the upper classes 

relieved them. The decline of the absolute monarchy and feudal 

aristocracy, and the rise of modern democracy, in the eighteenth 

century, caused the medizval rule of class exemption to be fol- 

lowed by the doctrine of universal liability. The new principle of 

universality was simply the financial counterpart of the political 

dogma of popular equality. Originally put forth as a protest 

against privilege, it at first demanded only the taxation of all, 

but, by a later and logical development, it transformed itself into 

*It was J. S. Mill who first formulated for English political economy the conclu- 

sion that “equality of taxation, as a maxim of politics, means equality of sacrifice.” 

But whether this condition would best be satisfied “ by making each contribute the same 

percentage on his pecuniary means,” he confessed himself unable to determine. See 

MILL, Principles of Political Economy, bk. v. ch. ii. secs. 2 and 3. 
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a demand for the equal taxation of all. An impartial and tenable 

principle seemed at last to have been evolved. But it is hardly 
formulated when it threatens to become the instrument of a new 
oppression, under the democratic dispensation. The “equality” 

of the rule turns out to be little more than a fiction, which the 

will of the majority alone can vitalize with meaning. Taxation 

is still in the hands of a class,—a class that is none the less a 

class because it arrays the many against the few. And the new 

justice in taxation which seeks to realize itself under the dispen- 

sation of this class is no longer the justice of the individualists, 

but the “social,” “distributive” and “retributive” justice of the 

socialists. The radical democracy demands a “new norm of equi- 

table taxation, whose function it will be to achieve a systematic 
alteration of the distribution of income and property.”* Herein lies 

the historical significance of the new American income tax. It is 

the first fruit in federal finance of that peculiar theory of tax- 

ation which is based upon a prior theory of the laborer’s right. 

The earnest mind, anxiously seeking for light between the 
contending claims of expediency and justice in taxation, may 
well hesitate before joining the modern crusade of justice. The 

ways of justice in taxation are, at best, obscure; and we do well 

to remember when confronted by the perilous nature of present 

tendencies, that taxation was not designed to be the instrument 

of justice; and to recall the legitimate objects for which it may 

be used and the inevitable limitations which must be accepted 

in any attempt to realize them, These alone will provide the 

secure footing for estimating the character and extent of needed 

changes. Expediency must in this, as in all other matters of 

government, be the final test of fitness, In no department of 

social inquiry is there so much need of well-tempered conserva- 

tism, because in no branch of public action is there so great a 

temptation to ignorant radicalism, as in taxation. No doubt the 

purely expediency view may be, and frequently has been, pushed 

too far in the support of methods that work needless hardship 
and injustice. The merely expedient that makes no attempt to 

*GusTAv COHN, The Science of Finance, p. 307 of the English translation. 
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realize the idea of justice in taxation, taking simply where it most 
easily can, has almost as little to recommend it as the merely 

just which can find no forms in which to realize itself. The 

opportunist maxims* that shaped so large a part of earlier tax 

systems are an inadequate description of the requirements which 

the modern tax system should strive to satisfy. But even Ada 

Smith, who placed equality first in the order of the desiderata of 

taxation, expressly qualified his opinion of its importance when 

he said that ‘‘a very considerable degree of inequality is not near 

so great an evil asa very small degree of uncertainty.”* And the 

finance minister, obliged to face the uninviting prospect of 

imposing new burdens, has usually felt the force of the 

precept. To him taxation appears as too real and serious a neces- 

sity to be treated in the light of abstract idealism. It is not the 

financier’s business, as England’s great war minister expressed it 
a century ago, to correct inequalities of wealth. If we are to 

have socialism there are more direct and honest methods 

than the perversion of taxation. Looking at the great questions 

of taxation as problems in finance and not in socialism, it may 

be noted that nothing is gained by ignoring those conditions 

which have limited the past development of taxation. Like every 

other process of social life it has been a product of slow growth, 

one of the chief factors that have hindered its more rapid and 

perfect growth being the slow development of the individual 

sense of civic duty. This is the factor which the intemperate 

radical habitually ignores. Men have seldom paid their taxes 

honestly or cheerfully ; they do not do sonow. No civic duty is 

so reluctantly performed as that of contributing to the support 

of the state. There is everywhere a limit to the strain which the 

public conscience can stand, and, what is more, it varies in 

every individual instance. It is inequality of conscience that 

makes inevitable inequality of taxation, and justifies the use of 

*Such as the often-quoted dictum of Colbert, “Comment on peut plumer la poule 

sans la faire crier ;” or McCulloch’s characterization of the best tax as “not that which 

is most nearly proportioned to the means of individuals, but that which is most easily 

assessed and collected.”"—McCuLLocn, 7axation and Funding, p. 18. 

* Wealth of Nations, bk. v. ch. ii. part ii. 
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taxes less equal in themselves than others, because the equality 

that attaches to the latter in principle cannot be realized in prac 

tice. Those rare conditions—Adam Smith noted them with 

some amazement —which made easy the task of equal taxation in 

some of the smaller European communities a century ago are 
still the exception.* The reaction of public opinion in favor of 

indirect taxes as against income and property taxes, in some of the 

Swiss cantons which have been the trial-field of the democratic 
theories of taxation during the last half century, is a convincing 

example of the limits which civic immaturity is bound to set to the 

realization of theory, whenever theory ignores the conditions of 

practicability.2 Our century has witnessed no such solid growth of 

civic honor as it has of commercial honor. The practical problem 

in taxation is thus found to be still encumbered with much of its 
original difficulty. It has even been aggravated: the unprece- 

dented expansion of the expenditures of most modern states 

has brought them to a position where their need of revenue 

is far beyond what the community will consciously contribute. 

And hence the retention of forms of taxation that are pro- 

ductive of revenue if not of justice. Regarded in the light 

of its original objects and besetting difficulties, it may be said 

that, while there is little in existing systems of taxation that is 

altogether satisfactory, there is much that is acceptable, not the 

least acceptable part being that form of taxation which by its vig- 

orous survival, in spite of aggressive criticism, has proved its 
fitness and continued necessity under existing conditions. 

On its negative side, the present movement in favor of the 

greater use of the income tax is to be regarded as the outcome 

of the persistent warfare which has been made on the system of 

* Writing of the income tax in Hamburg, Smith says: “The tax is generally sup- 

posed to be paid with great fidelity. In a small republic, where the people have entire 

confidence in their magistrate, are convinced of the necessity of the state, and believe 

that it will be faithfully applied to that purpose, such conscientious and voluntary contri- 
butions may sometimes be expected.” — Wealth of Nations, bk. v. ch. ii. part ii. 

*See PROFESSOR GusTAV COHN’s instructive article on “Income and Property 
Taxes in Switzerland,” Political Science Quarterly, vol. iv. especially pp. 54-64. 
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indirect taxes by the radical idealism of the century. Popular 

condemnation has nearly everywhere fallen upon them, they are 

represented as taxing the needy for the benefit of the well-to-do. 

Income, it is said, has thus far been neglected in favor of con- 

sumption as the measure of taxable liability, and now it is pro- 

posed to reverse the process, to meet the demands of social 

equity. No single argument was more repeatedly urged in 
support of the income tax in Congress than that derived from 
the alleged injustice of the opposed form of indirect taxes on 

consumption. Now, it may be admitted at once, that so far as 

the prevailing systems of indirect taxation in Europe are 

concerned the popular. prejudice is well founded. In England 

and Europe generally there can be no doubt that the existing 

indirect taxes fall with disproportionate weight on the consump- 

tion of the poorer classes. But the same cannot be said to be 
true of the United States. The necessaries of life are not taxed 
to any appreciable extent in this country, nor is any attempt 

made to reach the meager incomes of the poor under our 

systems of state and local taxation. Nowhere are the needy 

classes dealt with so leniently in the matter of taxation as in the 

United States. The ordinary wage-earner contributes almost 
nothing to the support of government except as a consumer of 

spirituous liquors and tobacco. The main bulk of the customs 

receipts of the federal treasury is drawn from imports consumed 
by the upper-middle and well-to-do classes. The masses are 

not taxed appreciably. And yet we find the sentiment of 

opposition against taxes on consumption quite as strongly 

developed among the masses in our own country as in Europe. 

Here, as there, the leaders of popular thought seem to have 

found a necessary connection between the form of the indirect 

tax and the injustice of existing taxation that carries with it an 

unqualified verdict against consumption as a basis of taxation. 

This movement against consumption taxes is not altogether 

modern in its origin, but it has acquired a new importance and a 

new strength during the last quarter-century, such as make it, for 

the first time, a formidable force for change. For centuries the 
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oppressive operation of taxes on consumption has been pointed 

out, and for at least two centuries back we may trace clearly the 

literary history of the struggle for their abolition or moderation. 

The celebrated French school of the Physiocrats, to whose 

inventiveness, indeed, we owe the very distinction between 

direct and indirect taxation, boldly rejected indirect taxes almost 

entirely without reservation, as being at once uneconomical and 
unjust.* And since their time, though there has been much 

shifting of the grounds of opposition, there has steadily been a 

strong current of theoretical opinion that has unsparingly con- 

demned taxes on consumption ‘as the most unjust of all.” 

But the modern movement against the system of indirect taxes 

has received its chief impetus and support not so much from the 

economists as from the socialists—and, foremost among these, 

from Lassalle. Ever since Lassalle sounded the note of attack 3 

on the system, the radical democracy has made its abolition a 
sine qua non of fiscal reform. And never, it must be said, have 

the defects of indirect taxation been stated with such acuteness 

of insight, such-display of learning, such ardor of conviction and 

brilliancy of rhetoric. In spite of its partisan exaggerations and 

its inaccuracies, Lassalle’s vigorous polemic still remains the 

most thoroughgoing examination we have of the system of 

indirect taxation. 

* MIRABEAU, Théorie de l’impét, p. 222, would have allowed, at least temporarily — 

until improving economic conditions would make it expedient to depend solely on the 

impét unique —taxes on salt and tobacco. 

?So SELIGMAN, Political Science Quarterly, vol. v. p. 59. There has been, it is 

hardly necessary to note, on the other hand, a no less decisive defense of indirect taxes 

by those writers who are mainly impressed with the practical difficulties in taxation. 

The one side has centered its whole attention on the inequality, the other on the 

necessity, of indirect taxes. The nineteenth century literature of taxation is largely a 

record of the varying form that this struggle has taken. The seemingly interminable 

nature of the struggle is a striking example of the almost endless friction between the 
views of expediency and justice in taxation. With Sismondi’s outspoken condemnation : 

“Le riche échappe a presque tous les impéts sur sa consommation; reduire tous les 

impéts 4 celui sur la consommation c’est ramener le syst®me féodal, ot le noble et le 

riche ne payent rien” (Mouveaux Principes, vol. ii. p. 485), may be contrasted Thiers’s 

extravagant praise: “]’impét indirect est celui des peuples les plus avancés dans la 
civilisation, tandis que l’impét direct est celui des peuples-barbares.” 

* Die indirecte Steuer und die Lage der arbeitenden Classen, Zurich, 1863. 
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Without attempting a formal discussion of the many ques- 
tions raised by Lassalle’s argument, we may come at once to his 

main thesis that indirect taxes, instead of striking individuals 

according to their property and income, are paid in much the 
largest proportion by the poor and necessitous ;* and so are unjust. 

This is the ground occupied in common by him and the school of 

financial theorists that rejects consumption as a basis of taxation. 

What a man spends, it is said, is no indication of what he earns, 

much less of what he can afford to pay. The question is thus 

obviously one that relates to the basis of taxation. Starting 

from the position that income is the best approximate indication 
of contributive capacity, it is reasoned that a tax levied on the 

basis of consumption, however equally imposed, must necessa- 

rily result in inequality, simply because there is no constant and 

uniform relation between the incomes of different individuals 

and the amounts they devote to consumption. Two men of 

equal income spend different amounts; if each is taxed at the 

same rate on his expenditure, he is taxed at a different rate on 

his income. The fact is undoubtedly as stated, but it does not 

necessarily follow that the inference drawn from it, namely, that 

the tax is therefore unjust, is also established. The rigor of the 

conclusion plainly depends upon the meaning we give to the 

term income. The doctrine of taxation according to income 

means little or nothing until its leading term is defined. As fre- 

quently employed, income is one of those conveniently vague 

terms that prevent as often as they assist the formation of sound 

deductions. ‘Income alone,” says Cohn very properly, “gives no 

information as to the individual’s tax-paying capacity.”* What 

we need to know before we can proceed intelligently is what pro- 

portion of a man’s total income is to be regarded as his taxable 

income. On this point the work of some writers, it must be 

confessed, leaves much to be desired. A curious and pertinent 

*“Der Betrag aller indirecten Steuern, statt die Individuen nach Verhiltniss 

ihres Kapitals und Einkommens zu treffen, [wird] seinem bei weitem gréssten Theile 

nach von den Unbemittelten, von den armeren Classen der Nation gezahlt.”—J/did., 

p. 27. 

* The Science of Finance, p. 379. 
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example of the source of confusion just alluded to is found ina 
widely read and much-quoted essay on ‘‘ The Bases of Taxation,” 

by President Walker." Passing in review, and dismissing in turn, 
property* and consumption? as bases of taxation, he issues in 

favor of revenue, as being the nearest approach to faculty, which 

he regards as the only theoretically just form of taxation. But 

does President Walker’s reasoning sustain his conclusion? It 

would seem not. If revenue or income is, in practice, the most 

equitable basis of taxation, and it is unjust to tax savings, what 

does the tax on revenue come to but a tax on consumption? 
There are but two destinations to which wealth in a civilized 

community will be applied. It may either be saved or spent. 

If that part which is saved is exempt, what is there left to tax 

except that which is spent? The logical conclusion of President 

Walker’s argument is: Not income, but income minus savings, 

i Ga consumption, is the proper basis of taxation. And this 

conclusion, to which we seem to be conducted by a resetting 

of the leading terms of President Walker’s essay, it is to be 

noted, is in entire agreement with Mill’s conclusion that ‘no 

income tax is really just from which savings are not exempted.’ 

Both of these economists, starting, the one with “faculty” or 

‘‘revenue,” the other with ‘“‘means,”5 as the standard of appor- 

tionment, issue, in fact, by a process of elimination, in favor of 

a definition of revenue or means that would exclude savings 

and reduce it to partial income or consumption. And this posi- 

tion, it is to be further noted, is in neither case accidental; it 

* Political Science Quarterly, vol. iii. p. 1. 

“The fatal fault in a property tax, that which must cause it to be condemned 
both ethically and economically, is that it constitutes a penalty upon saving.”—/did., 

Pp. 3. 

3“T see no ground for the assumption that the state has no rights of revenue 

whatsoever over that portion of the annual product which the individual does not 

choose to apply to personal expenditure.” —/did., p. I1. 

4 Principles of Political Economy, bk. v. ch. 2, sec. 4. 

5 [bid., sec. 3. 

6 This is avowedly the position of PFEIFFER (Staatseinnahmen, vol. ii. p. 539), who 

is the foremost theoretical advocate of consumption as the basis of taxation in 

recent times. 
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rests upon thoroughly substantial grounds of equity. It is 

because taxation based on income, unless savings are exempt, 

taxes that part of income that is saved twice over, “once as 

earned, and again as saved,” that consumption has some claim 

to be regarded as an equitable basis of apportionment." An 

example will make this clearer. If we take two men each with 

an annual income to begin with of $10,000, the one of whom, 

A, saves one-half his income, the other of whom, B, spends all, 

is it not clear that, while they would both pay the same sum in 

taxes the first year, A would pay in addition, during each suc- 

ceeding year the tax continued, a second tax upon the revenue 

yielded by his savings, and that the present value of this second 

tax would be equal by computation, if levied in perpetuity, to 

the original sum collected by the state on this part of his income ? 

If the rate of interest be taken at 5 per cent. and the rate of the 

tax at 2 per cent., each would pay $200 in taxes at the first col- 

lection. B’s contribution would terminate here, but A would 

pay $5 each succeeding year on the $5000 he had saved. The 

present value of this sum of $5 annually at the rate of interest 

assumed would be $100, the exact equivalent of a second tax 

of 2 per cent. upon the $5000 saved. A’s total contribution on 

his original income would therefore in truth be $300. ‘To tax 

the sum invested, and afterward tax also the proceeds of the 

investment is to tax the same portion of the contributor’s means 

twice over.’’* A definition of taxable income that includes sav- 

ings appears, therefore, to be inequitable ; but one that excludes 

them leaves it hardly distinguishable from consumption. So far, 

then, what are consumption and taxable income but different names 

*“If revenue, as such, be taxed, a portion of revenue is by a property tax twice 

excised; once as earned and again as saved. . . . If a man’s income belongs to 
him to spend, it equally belongs to him to save; and, on the ground of equity, the 

state cannot lay its hands upon that which represents the double virtue of industry 

and frugality, while sparing that which represents the single virtue of industry.”— 

WALKER, Sases of Taxation, pp. 4, 5. 

So also ROSCHER, Finanzwissenschaft, 315 :—“ Auf die Sparsamkeit der Privaten 

iibt die Einkommensteuer einen ungiinstigen Einfluss, da sie jeden zur Kapitalbildung 

verwandten Einkommenstheil zwiefach belastet.” 

* MILL, Principles, bk. v. ch. 2, sec. 4. 
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for the same principle? Have not those, therefore, who have 

hastily taken their stand against indirect taxes on consumption, 

on the ground that such taxes violate the rule of proportioning 

taxes to income, need of re-examining their premises? The last 

word has not yet been said against consumption as a theoretically 
equitable basis of taxation. 

But without pressing the argument in favor of consumption 

as an answer to those who condemn indirect taxes on the score 

of their necessary inequalities, and accepting in the full latitude 

in which it is laid down the doctrine of taxation according to 

income, the inquiry is still pertinent, whether the method of indi- 

rect taxation makes impossible the attainment of that approxi- 

mate degree of justice which is, after all, the utmost that may be 

hoped for in any system of taxation. It is to be observed at the 

outset that this question cannot be settled by an a priori deduc- 

tion. It must in every case be treated as a question the answer 

to which is to be determined as one of fact. Writers on taxation 

have long observed that economic conditions, social habits, 

national peculiarities and the like are of the greatest importance 

in affecting the concrete problems of taxation. Now if the argu- 

ment against consumption as the basis of taxation be recalled, it 

will hardly escape notice that what is there stated as a conclusive 

fact turns out on closer inspection to be little more than a condi- 

‘tional limitation. Consumption, it is said, fails as a standard of 

apportionment decause it bears no constant relation to income. 

It would be more accurate to say that it fails when, and where, 

and so far as it does not occupy this fixed relation. It is clear 

that if everybody spent his whole income.a tax on expense would 

be the same thing with a tax on revenue, it would simply be 

another way of getting at income. Again, it is clear that if 

everybody spent substantially the same proportion of his income 

the tax on expense would amount to an approximately equal tax 

on income. It would be only when there were great differences 

between individuals or classes in respect of their habits of spend- 

ing and saving that consumption would fail to supply an approx- 

imate indication of differences of income. Bearing this in mind 
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let us see whether we can draw from it any important practical 

inferences applicable to American conditions. 

Next to nothing is known about the distribution of incomes 

amongst different classes in the United States, but enough is 

known regarding the habits of the most numerous classes of the 

community in respect of spending and saving to afford ample 

warrant for the assertion that the average American of the pres- 

ent day spends the largest part of his income in providing either 

the necessaries or the decencies and enjoyments of life. Nowhere 

is what a man spends so good an indication of what he earns as 

in the average American community. The poor, of necessity, 

here as everywhere, spend all they earn. No one doubts that 

their consumption equals pretty much the whole of their income. 

But when we come to the middle classes —those whose incomes 

provide a wider margin above the normal requirements of a 

healthful existence—though more allowance must doubtless be 

made for individual differences of character, we find that savings 
are reduced to the lowest possible point. The amounts annually 

placed in the various forms of savings associations and paid on 

life insurance policies constitute the merest fraction of the total 

earnings of those classes. One of the most striking facts in the 

social history of the United States since the Civil War is the decay 

of the saving habit. The disposition to live, to enjoy, to spend, 
has quite completely supplanted the desire to save. “Inthe New 

England and America of today,” writes President Walker, ‘‘frugal- 

ity is not the rule, but the exception.” * The standard of living has 

been rising at the expense of saving, with the result that there is 

today, as compared with the prevailing condition before the war, 

a wide diffusion of well-being with a very narrow concentration 

of wealth. ‘The savings of the nation,” writes a leading statis- 

tician, “are, apparently, not the savings of the masses of the 

people.’’* It is only as we approach the higher classes of incomes 

* “There is not the same interest in saving,” President Walker continues, contrast- 

ing the present with the condition thirty or forty years ago, “on the part of the major- 

ity of producers; there is almost infinitely less of a sense of duty regarding saving; 
there is, practically, no public sentiment whatever operating to induce or enforce sav- 

ing.” —Political Science Quarterly, vol. iii. p. 6. 

* Mr. GeorcE K. HoiMEs, /éid., vol. viii. p. 598. 
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that we find a considerable margin of difference between the 

amounts earned and spent; it is only here that consumption fails 

to supply an approximate indication of income. 

Here, then, is a most important condition affecting the prob- 

lem of taxation in America, both national and local, but more 

particularly national, which may not safely be neglected in any 

attempt to ascertain the nature or extent of needed changes. 

Those circumstances which in the past have made indirect taxes 

on consumption the main reliance of the national treasury are 

certain to compel adherence to the same policy, in a large meas- 

ure, in the future. The superior practicability of indirect taxes 

for meeting, in the main, the necessities of ordinary occasions 

has been so abundantly attested by the experiences of modern 

states, that there can be no serious thought of diminishing 

dependence on this source. No empirical conclusion of the 

science of finance is more soundly established than the absolute 

necessity of indirect taxes in the existing stages of political and 

social development in which all the western nations find them- 

selves. Indirect taxes are nearly everywhere the most certain 

support of national finance. And it is entirely clear that if we 

are to have indirect taxes in American finance, they must con- 
tinue to be administered under federal authority, whatever their 

form. There is the less objection to the continued dependence 

of the United States government upon indirect taxes for the 

bulk of its income, because of the comparative certainty with 

which a system of such taxes could be arranged, under Ameri- 

can conditions, so as to meet in the main the demands of justice. 

The condition referred to above, which makes consumption so 

practically adequate a test of income in the case of the most 

numerous and important class of the tax-paying population of 

the country, strips the common theoretical objection against 

consumption as a basis of taxation of much of its practical force. 

For this class the assertion is ventured that a well-arranged 

system of taxes on consumption would mark a nearer approach 

to a fair income tax than could for a long time to come be hoped 
o be ined under any direct method of levy. It seems hardly 
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necessary to add that this is far from being the situation at the 

present time. Our existing system of indirect taxation is doubt- 

less one of considerable inequality; but that is not because the 

system is indirect, but because no attempt has been made to 

secure an apportionment of burdens to the relative capacities of 

different classes of consumers, within the general limits of the 

method adopted. The tariff has at no time in the present cen- 

tury been treated purely as a problem in taxation by Congress. 

We must distinguish between the use and abuse of the principle 

of indirect taxation. And here it may be remarked that the 

first and indispensable step in any thoroughgoing reform of 

federal taxation in the interest of greater justice must be the 

equalization of the present burdens of the tariff and internal 

revenue duties on different classes, so far as the resources of the 

system will permit. Until this is done it is idle to think of sub- 

stantial improvement. So long as revenue continues to be an 

incident rather than the main object of the tariff legislation it 

is little less than folly to talk of equalizing national taxation. 

When the tariff has been properly reformed in the direction 

indicated, then, and not till then, will the way have been opened 

for further changes; then, for the first time, can we ascertain the 

residue of inequality that remains to be reduced by other taxes. 

Recognizing, then, the fiscal necessity of indirect taxes and 

their compatibility, when carefully adjusted to the consumption 

of different classes, with the requirements of substantial justice 

for the bulk of the tax-paying community in the United States, 

the further problem is to determine what supplementary taxation 

is needed in order to collect a due proportion from the possessor 

of the large income and property. It is clear that the wealthy 

class can never be made to contribute its proper proportion 

through taxes on consumption alone. Recourse must be had to 

some form of direct taxation for this purpose. Everything 

points to its necessity. No system of taxation can be said to 

satisfy the requirements of modern financial development that 

does not embrace at least some of the more important elements 

of direct taxation. And among the various kinds of direct 
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taxes that have been tried in the present century there is cer- 

tainly none whose practicability deserves more careful study 

than the income tax. The functions which a well-adjusted 

income tax is eminently fitted to perform, both in the financial 

system and in the tax system, will undoubtedly assign it a more 

important place in the revenue systems of the future than it has 

held in the past. In the financial system, as already pointed 

out, its function is to supply the elastic element; in the tax sys- 

tem its function will be, more and more, that of a complementary 

tax, falling mainly upon the upper classes as a corrective of the 

heavier burdening of the masses by indirect taxes. How to 

combine these two functions in one and the same tax is a work 

of financial art, but not one beyond the reach of legislative 

ingenuity. The former requires that the basis of the tax should 

be broad and the rate movable, the latter that the basis should 

be narrow and the rate fixed. These purposes are divergent, but 

not conflicting, and the tax could easily be made to adjust 

itself to both requirements, resting partly upon a fixed and partly 

upon a movable base. The remarkable flexibility of the income 

tax would reduce these difficulties to a minimum. If, for 

instance, it were thought wise to limit the tax, as one of com- 

pensation, to incomes of over $4000, at a rate of 2 per cent., 

this would not preclude the possibility of levying a second 

income tax at some other rate on all incomes down to as low a 

lithit as necessity might occasion. At any rate, however the 

process might adjust itself in practice, these are the features 

which constitute the main strength of the income tax as a form 

of taxation, and these are such as will cause increasing attention 

to be given in the future to the conditions affecting its practica- 

bility. Even writers like Leroy-Beaulieu, who feel a strong 

antipathy toward the use of the income tax for general purposes, 

concede its usefulness as a tax of compensation ;* and more than 

one French minister of finance has been willing, in recent years, 

*“Cet impét est essentiellement une taxe complémentaire, une taxe d’appoint et de 

compensation, qui est destinée a rétablir la justice dans un systéme fiscal et 4 demander 

aux classes aisées et riches un supplément de contribution, parce que ces classes ont 

été trop ménagées par les impéts indirect.” —Science des Finances (4. ed.), vol. i. p. 442. 
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to risk his chances of popularity by proposing the introduction 

of a tax on incomes after the English model.* - And these uses 

probably describe the limits beyond which it would not be expe- 

dient to attempt to apply the income tax in the finances of the 

United States at the present time. None but the impossible 

theorist, ignoring the practical aspects of taxation, supposes that 

the time has yet come for making the income tax the chief 

instrument of ordinary finance. 

The theoretical advantages that have been urged for over a 

century in favor of the general income tax are so well under- 

stood that they hardly need to be recalled. They relate princi- 

pally to the value of income as a test of taxable capacity. The 

aggregate income of society being the normal fund from which 

the income of government, however collected, is ultimately 

derived, the contributive capacity of the individual, it is said, is 

most accurately indicated by the proportion that his income 

bears to the total. Property, product, expenditure, which have 

thus far been chiefly used as bases of apportionment, however 

useful they may be as subsidiary tests of income, are alone, it is 

said, inadequate measures of income. The whole development 

of taxation, the historical school of finance concludes, points to 

the necessity of applying to income directly through the form of 

the income tax, if the demands of equity are ever to be satisfied. 

The income tax alone is equal to the task of fully taking account 

of the personal factor in production. Against these undoubted 

advantages of the income tax the empiricist has always set the 

practical difficulties of its fair administration. Even Mill could 

not conceal his fear that ‘the fairness which belongs to the prin- 

ciple of an income tax cannot be made to attach to it in prac- 

tice.” And the reports of the frauds and abuses that are still 

practiced under the English, Prussian, and even the Swiss 

income taxes leave little reason to suppose that Mill would have 

modified his opinion had he written at the present time.’ 

*See M. PEYTRAL’s proposal, Journal des Economistes, November 1888, p. 239. 

*Vocke, Die Abgaden, p. 487, calls the Prussian income tax a “huge lie” (“ grosse 

Liige”). 
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Whether the United States can reasonably expect to make even 

the rough approximation to justice that these countries do is at 

least rendered doubtful by the disheartening results which have 

attended the assessment of the personal-property tax in every 

state of the union where it has been tried. It certainly cannot 

do it under the methods of the present law,’ and it would hardly 

be worth attempting it, even according to the best approved 

methods of modern practice, were it not for the eminent desir- 

ability of such a resource as the income tax in the financial 

arrangements of this country. 

How far the income tax of 1894 is calculated to perform 

either of the functions already described as the legitimate uses 

of an income tax in the United States; what scope the recent 

decision of the supreme court, declaring unconstitutional so 

much of the law as sought to impose the income tax on the 

income of real property and the bonds of states and localities, 

leaves for the profitable use of the tax; and what substitute 

could be found for the income tax in case the whole law should 

be pronounced invalid, are questions that cannot be entered upon 

here. The judgment of well-informed opinion has already con- 

demned the leading discrimination of the present tax. The 

exemption of incomes under $4000 is a species of confiscation 

that will be endured only because the rate of the tax is light. 

It creates, instead of correcting, inequality. As regards the 

second question raised, the situation is not so serious as might 

at first sight appear. The exemption of the income of public 

bonds from the operation of the law undoubtedly produces an 

inequality in the tax that will result, so far as existing issues of 

these bonds go, to the advantage of the present holders, but which, 

should the tax be continued, will result, on new issues, in benefit 

to the states and municipalities, because of the better terms at 

which they will be able to negotiate their securities. Much less 

serious is the exemption of real property. Taking, as we should, 

*For detailed criticisms of the Act of 1894, see PROFESSOR DUNBAR’s article in 

the Quarterly Journal of Economics, October, 1894, and PROFESSOR SELIGMAN’S in the 

Political Science Quarterly, December, 1894. 
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the pressure of taxation as a whole, both national and state and 

local, it may be said that real property already contributes much 

more than its fair proportion; and the income tax, so far as this 

class of property was concerned, would simply have added to a 

grievance of which the land-owning classes, particularly in the 

agricultural sections, justly complain as things are. So that the 

omission, under the requirements of the constitution, of these 

two forms of income would not, after all, be so damaging to the 

equity of the income-tax principle. The loss of revenue would 

be more serious than the creation of inequality. What future 

the income tax might have as a state tax, and what substitute 

might be found for the income tax in federal finance, should the 

whole of the present law be set aside, are difficult questions. 

Particular circumstances, in addition to those already pointed 

out, seem to recommend the income tax to the favor of the 

general government. The lines which the reform of state and 

local taxation are likely to follow in an increasing degree in the 

future are discernible in recent legislation. The abandonment 

of the general property tax seems certain, and the reorganization 

of the new system will be on the basis of a segregation of the 

leading sources of revenue between the different political divi- 

sions. In the apportionment, inheritance and corporation taxes 

are already falling to the states, and real property is likely to be 

the main and most appropriate support of local finance. The 

income tax is not adapted to either state or local administration. 

The same circumstances that have made the state personal- 

property tax a failure it may be confidently expected would 

repeat themselves in connection with a personal-income tax. 

Shut out from these lucrative sources, where, then, could the 

federal government find a substitute for the income tax? 

A. C. MILLER. 
UNIVERSITY OF CHICAGO, 



HAMILTON AS A POLITICAL ECONOMIST. 

It is clear at the outset that our estimate of Hamilton as an 

economist will depend in part on the sense in which we use the 

word economist. For our present purpose let us limit the term 

economics to that brameh of sociology which concerns itself with 

the production and the distribution of wealth. We shall thus 

find much of Hamilton’s work unrelated to our subject. Still, 

we must keep constantly in mind the close interrelation of social 

questions, and must not forget that an adequate appreciation of 

Hamilton the economist presupposes an acquaintance with Ham- 

ilton the jurist and Hamilton the statesman. Economic ques- 

tions are almost always something more than economic questions, 

having a political and an ethical side as well; and economic 

considerations must often give way to the higher issues involved. 

Especially between the economist and the politician is the con- 

nection inseparable. In most cases we must proceed with great 

care before condemning as bad economics what may be only 

good ethics or admirable politics. 

Before passing to the immediate subject of our inquiry there 

is one other matter that calls for notice. In order to learn how 

much of an economist Hamilton was, we need to know how great 

an economist was possible in his time; and we shall do weil, 

accordingly, to consider here just what the condition of economics 

was at that period. Each of us is the child of his particular epoch, 

and is closely hedged about by the limitations of his day and 

generation. Those easily first in one age are more easily last in 

later days—so rapid is the march of science under modern 

methods. Especially in economics has the marvelous intel- 

lectual fermentation of this century left behind the thinkers of 

the past. What are economic commonplaces now were formerly 

far beyond the reach of the strongest minds. Daniel Webster, 

sharing in the general distrust of economics, resolved the science 
289 
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into truisms and doubtful points. But we should not forget with 

what infinite difficulty these “‘truisms” have become such. It 

seems a slight thing now to have discovered the doctrine of 

rent; but plenty of clear-sighted men before Ricardo looked this 

doctrine full in the face and yet passed it by unrecognized. That 

the value of commodities is determined ultimately by cost of 
production and only proximately by supply and demand, seems 

simple enough today; but Locke could see nothing beyond the 

immediate controlling force; and even so late as the beginning 

of the present century Say allowed the superficial cause to blind 

his eyes to the underlying principle. The Malthusian law of 

population, according to Professor Francis Bowen, consists of 

only “one or two truisms;” still, Cantillon sat #te-ad-t#éte with 

this principle, and yet was none the wiser, and Adam Smith 

entertained the same economic angel unawares. The whole 

history of the development of economics shows how easy it is to 

hang upon the very skirts of a great truth, and yet never fairly 

grasp it. 

Simple justice to Hamilton, then, requires that we shall not 

judge him as an economist without first inquiring what were the 

possibilities of economists in his time. So far had Hamilton 

anticipated the spirit of the present age, and so thoroughly 

modern in style and general treatment are his writings, that we are 

inclined to overlook the century between him and us, to forget 

the limitations under which he labored, and to judge his work 

by a standard far above its proper criterion. The truth is, how- 

ever, as every student of economic theory knows, that Hamilton 

found scant material at hand upon which to work. It would be 

too much to say, perhaps, that political economy was in its 

infancy in his day, but we venture little in saying that the 

science had not then reached adolescence. When Hamilton 

was “ preparing the way for futurity” in a New York counting- 

room, economics hardly existed except inembryo. The leading 

treatise on the subject was Sir James Steuart’s Jnguiry into the 

Principles of Political Economy (1767), and the worth of that 

book may be inferred from the fact that one of the most impor- 
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tant divisions of the subject—that of international trade—was 

grounded on the assumption that ‘one country cannot gain 

unless another loses.” In fact, it was not until 1776, when the 

Wealth of Nations was published, that there really existed a 

systematized body of laws concerning the production and the 

distribution of wealth. Ordinarily, sciences are built up block 

by block, and are the work of many hands. But it has happened 

two or three times that a single man has added a new science to 

our stock of knowledge: Aristotle created the science of logic ; 

and Adam Smith brought into being the first consistent and 

systematic statement of the laws of wealth. 

Thus Hamilton, who first concerned himself with economic 

questions about the year 1780, was just in the nick of time as 

regards the development of economic science; and he shows 

himself in numerous places to have been a close student of the 

Wealth of Nations.» But we need to remember here that the 

closest student of.that book would be outstripped today by even 

a listless student of the current text-books—so much has the 

science advanced since the days of the Scotch economist. It is 

sometimes said that economics sprang forth, Athena-like, from the 

head of Adam Smith; and the statement is sufficiently accurate 

for common purposes, and does not grossly flatter the work of the 

Glasgow professor. Still, the allusion means rather too much, 

since the goddess of wisdom came into the world completely 

equipped, while the economics of Adam Smith had glaring 

deficiencies. Thus Hamilton’s economic inheritance was not so 

great, after all. Some of the most fundamental principles of 

the science were either wholly undetermined or were very imper- 

fectly understood when the Secretary of the Treasury entered 

upon his duties; and most of the great names that now adorn 

the annals of economic doctrine were then unknown. We need 

not be surprised, then, to see Hamilton nodding pretty fre- 

quently in his political economy —to find him rather hazy here 

* According to Mr. Lodge, Hamilton prepared in 1783 an extended commentary, 

no longer in existence, on the Wealth of Nations.— Hamilton's Works, vol. iii. p. 417 

(edited by HENRY CaBoT LopGE; New York: G. P. Putnam’s Sons, 1887). 
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and there in his reasoning and rather uncertain in his grasp 

of general principles; and just as little need we wonder that 

economic discussion has so small a share in the total work. 

With these preliminary considerations—with the suggestion 

that Hamilton’s field was a broad one, extending far beyond the 

limits of the merely economic, and that his political economy 

must accordingly be judged with a side glance at his politics; 

and with the further reminder that economics had no such 

development one hundred years ago as at present—we have 

paved the way, perhaps, for a more intelligent inquiry into 

Hamilton’s merits as an economist. 

So early as the year 1780 the young aid-de-camp had found 

time, amid the engrossing pursuits of army life, to study finan- 

cial questions; and we shall see, presently, how the results of 

this study were applied in later times. Hamilton’s labors had 

lain in the same direction, too, when he held the place of superin- 

tendent of taxation in his adopted state; and again, when he 

served as a member of the congress of the Confederation from 

New York. It was not, however, until the first years of our 

republic that Hamilton found full scope for the exercise of what- 

ever talents he had as an economist. Appointed to the portfolio 

of the Treasury department in Washington’s first cabinet, Ham- 

ilton was confronted with tasks truly Sisyphean. National credit 

was to be maintained—or, rather, government discredit was to 

be removed, and public credit created; some instrument was to 

be found for the safe keeping and easy transfer of the public 

funds; the whole customs machinery of the country was to be 

set up and put in gear; an executive department was to be organ- 

ized with all the attention to details implied in the successful 

dispatch of the general routine of business. These and other 

subjects clamored for immediate attention; and the lot of the 

Secretary of the Treasury was not made more endurable by the easy 

assurance with which Congress piled fresh burdens upon shoulders 

already staggering under the weight of their load. ‘The com- 

fortable presumption which Congress saw fit to adopt was, that 
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everything which could not be proved undeniably to belong 

elsewhere must therefore be taken to belong to the Treasury 

department ;” and Mr. Morse further declares* that Hamilton 

might easily have been pardoned “had he mistaken himself for 

the concentrated government of the country.” 

Clothed with these liberal commissions, and weighted with 

the responsibilities correlative thereto, Hamilton set about his 

work. The finances most imperatively demanded attention; and 

the First Report on Public Credit? is Hamilton’s solution of the 

problem. This document has been coupled, as regards impor- 

tant consequences, with the Emancipation Proclamation, and 

has been characterized as the ‘corner stone of the government 

of the United States;’’3 and the most philosophic of our historians, 

Dr. von Holst, seems to think‘ that the elder Wolcott was not far 

wrong in believing that the Union could not have continued 

without the aid of this report. 

Such opinions could hardly be held of a merely economic 

state paper; and, in fact, political ideas greatly overshadow 

economic considerations in the First Report on Public Credit. The 

economic element, however, is very important. ‘“ Finance, my 

friend,” writes Gouverneur Morris to Jay, ‘all that remains of 

the American revolution grounds there ;” and Hamilton shows 

himself to have realized fully the weight of these words. But no 

graver mistake could be made than to regard this report as noth- 

ing more than a bit of brilliant financiering. One far-reaching 

political purpose dominated Hamilton’s whole work, and the 

Report on Public Credit, more than anything else, perhaps, 

enabled him to accomplish that purpose. To create a powerful 

public opinion bulwarked in favor of the central government, and 
thus to rivet together the thirteen disjointed states, was the goal 

owards which every important measure of Hamilton’s was 

directed. The consolidation of the various obligations, the 

* Life of Hamilton, vol. i. p. 285. 

* Submitted to the House of Representatives January 14, 1790. 

3 Works, vol. ii. p. 106. 

4 Constitutional History of the United States, vol. i. pp. 83-84. 
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assumption by the national government of the state debts, the 

investing of the central power with complete command of the 

national resources—these were only means to an end, and were 

all alike designed to cement the Union more closely together, to 

make us one nation tomorrow as well as today. 

This report, then, is a political rather than an economic trea- 

tise; and there is, accordingly, little here that will help us much 

in rating Hamilton as an economist. We need to notice, how- 

ever, one or two criticisms that have been made against Hamil- 
ton’s financiering. It is sometimes said, for example, that Ham- 

ilton’s idea of a sinking fund was equivalent to paying off debt 

with one hand while borrowing heavily with the other, and 

resulted merely in fastening a debt in perpetuity upon the 

country. But Hamilton’s main reason for attaching sinking 

funds to certain forms of indebtment was probably his belief that 

such a provision would increase the market value of the securi- 

ties thus treated, and would help the credit of the government 

in general. That this object was substantially attained may be 

seen in the fact that the government securities rose in market 

value from 22 per cent. in March 1789, to more than par in 

January 1792. Well might Webster say of Hamilton, ‘He 

struck the rock of public credit, and refreshing streams burst 

forth; he touched the corpse of public prosperity and it sprang 

to its feet.” 

Another criticism suggested by a part of the First Report on 

Public Credit concerns Hamilton’s addiction to “rarefied minu- 

tie” in a degree almost Ricardian. It must be admitted that 

some of Hamilton’s fiscal elaborations are ‘‘too clever by half,” 

and seem to be what Jefferson insisted that they were intended 

to be— Daedalian puzzles. Consider, for example, the nicely 

balanced options that Hamilton offered the public creditor about 

to change the form of his claim against the state. Hamilton 

evidently believed with Lowell that ‘what men prize most is a 

privilege, even if it be that of chief mourner at a funeral ;” and 

he gave the public creditor, accordingly, the privilege of chang- 

ing his evidences of indebtedness in any one of six different 
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ways. Again in 1797 Hamilton showed his abnormal love of 

intricate details in his plan for taxing buildings. This was simple 

enough on paper, but would have been wholly impracticable in 

actual operation. 
We come now to what must be regarded as Hamilton’s strong- 

est title toa high rank among economists. The Report ona 

National Bank," to be sure, is very far from being exclusively 

economic. Just as the earlier document on public credit had 

been essentially political and only incidentally economic, so this 

treatise on national banking was predominantly legal and politi- 

cal. Itis, for the most part, the constitutional lawyer that holds 
the pen, pleading for the cause of Federalism. Still, economics 

and politics pointed in the same direction here, and Hamilton 

availed himself to the utmost of whatever ability he had in eco- 

nomic reasoning and knowledge. 

We have already noticed the critic’s liability to underrate 
Hamilton, owing to the rapid advance of economics in this cen- 

tury; and we need to keep this danger prominently in view in 

connection with Hamilton’s chapters on banking. Living today 

in the midst of notes and drafts, bills and checks, and all the 

varied devices included in our marvelous mechanism of exchange, 

with banks on every corner and clearing houses in every city, we 

can hardly understand the slight development of these instru- 

ments a century ago. This extreme facility of transfer and these 

wonderfully refined uses of credit have come in the train of the 

railroad and the telegraph, and were impossible in Hamilton’s 

day. We need not wonder, then, that the report on banking 

seems to offer us little that is original or strikingly good; for 

the reason is identical with that which explains why some one 

found Hamlet a mass of musty proverbs, hackneyed metaphors, 

and stale quotations generally. The economic portions of this 

report have become so fundamental a part of the science that 

they seem to us today the veriest commonplace, and we cannot 

easily see that Hamilton was years in advance of his most enlight- 

ened contemporaries. 

7 Communicated to the House of Representatives December 14, 1790. 
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December 1790 is the date of this report; but the plan had 

been long maturing in Hamilton’s mind, and the essential parts 

of his system were thought out at least ten years before. Ina 

letter* to James Duane in 1780 and in two letters* to Robert 

Morris in the same and the following year—most remarkable 

productions all of them for a young man of twenty-three— 

Hamilton sketched out roughly a plan for an establishment 

designed to “erect a mass of credit that will supply the defect of 

moneyed capital, and answer all the purposes of cash... . 1 

mean the institution of a NaTIonAL Bank.”3 The guiding lines 

and the leading features of this plan were the same with those of 

the later bank actually established. Aid to the general govern- 

ment was the prime object. Notes might be issued receivable 

for all public dues; but the aggregate issue of these notes was 

never to exceed the amount of the bank stock; and “no person 

should be obliged to receive them in private dealing. Their 

credit must depend upon opinion; and this opinion would be 

injured by legislative interposition.”* Four of the twelve direc- 

tors were to be chosen by Congress. These principles were all 

retained in the First National Bank; but one feature of the ear- 

lier plan was changed afterwards, showing that Hamilton had 

grown wiser in the interval. In the second letter to Morris 

(April 1781) Hamilton had suggested that the proposed bank 

should deal in real estate, affirming that, ‘by watching favorable 

opportunities, the bank might in this way acquire vast property.” 

This dangerous feature is not found in the later plan; and the 

bank of 1791 was subject to the usual restriction as to the kind 

of property that it could own—z. ¢,, it could hold, except for 

the purpose of securing bad debts, only such real estate as was 

appropriate to its business. 

These views, Hamilton tells Duane modestly, were ‘the prod- 

* Works, vol. i. p. 203. 

2 Works, vol. iii. pp. 61, 82. 

3 Works, vol. iii. pp. 99, 100. 

4 Works, vol. iii. p. 117. 

S Works, vol. iii. p. 111. 
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uct of some reading on the subjects of commerce and finance, 

and of occasional reflections on our particular situation.”* But 

very much “reading” and very many long-continued “reflections” 

might easily be inferred from the result. In the non-compulsory 

circulation of the notes and in the final provision as to holding 

real estate, we find Hamilton anticipating the results of the 

cumulative experience of the present generation; and in numer- 

ous other particulars we may see equally striking evidence of 

Hamilton’s genius for finance. In enumerating the advantages 

of the proposed bank Hamilton explains, much more clearly 

than most modern text-books explain, how banks increase 

the active capital of the country; and, in particular, he shows a 

perfect appreciation of the true significance of bank deposits— 

of the fact that loans and discounts really make a positive addi- 

tion to the circulating medium of the country. The passage 

reads like an extract from a modern author, except, indeed, that 

in clearness and grace of exposition the palm must be yielded to 

Hamilton. ? 

Every loan which a bank makes is, in its first shape, a credit given to the 

borrower on its books, the amount of which it stands ready to pay, either in 

its own notes, or in gold or silver, at his option, But, in a great number of 
cases, no actual payment is made in either. The borrower, frequently, by a 
check or order, transfers his credit to some other person, to whom he has a 

payment to make, who, in his turn, is as often content with a similar credit, 

because he is satisfied that he can, whenever he pleases, either convert it into 
cash, or pass it to some other hand, as an equivalent for it. And in this man- 

ner the credit keeps circulating, performing in every stage the office of money, 

till it is extinguished by a discount with some person who has a payment to 

make to the bank, to an equal or greater amount. Thus large sums are lent 

and paid, frequently through a variety of hands, without the intervention of a 

single piece of coin. 

The following passage is significant as indicating Hamilton’s 

adherence, in this instance at least, to the doctrine of individual 

sufficiency : 3 

* Works, vol. iii. p. 81. 

® Works, vol. iii. pp. 128, 129. 

3 Works, vel. iii. p. 163. In some ways, however, Hamilton sanctioned an 

intimate relation between the government and the bank. At the start, government 
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The keen, steady, and, as it were, magnetic sense of their own interest as 

proprietors, in the directors of a bank, pointing invariably to its true pole— 

the prosperity of the institution,—is the only security that can always be 

relied upon for a careful and prudent administration. 

The following passage is of special interest in connection 

with our subsequent legal-tender experiences :* 

The emitting of paper money by the authority of the government is wisely 
prohibited to the individual states by the National Constitution; and the 

spirit of that prohibition ought not to be disregarded by the Government of 

the United States. . . . (Paper emissions) are of a nature so liable to 
abuse — and, it may even be affirmed, so certain of being abused —that the 

wisdom of the government will be shown in never trusting itself with the use 
of so seducing and dangerous an expedient. . . . The stamping of paper 
is an operation so much easier than the laying of taxes, that a government in 
the practice of paper emissions would rarely fail . . . to indulgeitself too 
far in the employment of that resource. 

Before taking leave of the Report on Banking we ought, in 

justice to Hamilton, to give his reasons for certain rather abrupt 

departures in his plan from the more approved methods of the 

present day. Hamilton found fault with the Bank of North 

America for not adopting the principle of rotation in the 

appointment of officers; and the Bank Act of 1791 provided 

that directors should not hold office for more than a certain 

number of unbroken years. Of course, the knowledge to be 

derived from experience would plead against this arrangement ; 

and Hamilton, accordingly, excepted from the principle of rota- 

tion the leading director. But he favored the periodical exclu- 

patronage was needed to give the bank prestige with the public, and the purchase by 

the government of one-fifth of the bank stock was very effective for this purpose. 

The investment proved a good one for the government, since it received dividends 

ranging from 7 to 9 per cent., and paid for the money so invested only 6 per cent. 

Moreover, the government sold its stock at an advance of 25 per cent. in the case of 

one block of stock (in 1797) and of 45 per cent. in the case of another block (in 1802). 

Hamilton opposed the selling of the stock under these conditions. It would 

seem, however, that the government had served its purpose in helping to place 

the bank on its feet and that, after the bank had become fairly established, 

there was no good reason why the government should continue to hold stock in 

the institution. 

* Works, vol. iii. p. 149. 
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sion of the other directors for two reasons: (a) to lessen the 

danger of combination among the directors; (4) to allay the 

distrust that would inevitably arise from the continued adminis- 

tration of the same set of officers.’ 

The act incorporating the First National Bank had one or 

two other provisions at which modern bankers would look 

askance. Hamilton condemned the method in general use 

today of allowing stockholders to vote in exact proportion to 

their ownership of stock; he would give the holder of ten 

shares more votes than the holder of five; but not twice as 

many. ‘A vote for each share renders a combination between 

a few principal stockholders, to monopolize the power and bene- 

fits of the bank, too easy. . . . A prudent mean is to be 

preferred.* The Act of 1791 provided that no one should have 

more than thirty votes. Another unusual article in that act— 

undeniably bad—limited the rate of interest that the bank 

might receive to 6 per cent. There is no provision like that 

of the present system giving note-holders a preferential claim 

to the assets of the bank. 

Not a few readers will question our judgment in giving to 

the bank report the first place among Hamilton’s economic 

writings; and will rather bestow that honor upon the next 

important product of the secretary’s busy pen. To the present 

writer, however, the Report on Manufactures,3 viewed as a con- 

tribution to the pure science of economics, has always seemed a 

somewhat overestimated document. We have no idea, indeed, 

that Hamilton himself ever viewed his work from this stand- 

point, or supposed that he was giving the world a scientific 

exposition of economic laws. Nevertheless, plenty of Hamil- 

ton’s readers have taken this view of the subject, and, on purely 

economic grounds alone, have lauded this report to the skies. 

Henry Cabot Lodge, for example, leaving the First Report on 

*Cf. Works, vol. iii. pp. 156-157. 

* Works, vol. iii. p. 158. 

3 Submitted to the House of Representatives December 5, 1791. 
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Public Credit out of the question, regards this work as the most 

important of Hamilton’s state papers.’ 

And so, perhaps, it is; but in its political and historical, not 

in its economic, character. The Report on Manufactures, not- 

withstanding its scientific theorizing and its long array of indus- 

trial statistics, is essentially a political document. Hamilton’s 

views on manufactures are a part of his general system of 

government, and are, politically, of a piece with his views on 

national coinage, national banking, and national indebtment. 

The reasons for this belief, in the face of authoritative opinions 

to the contrary, are most numerous and most cogent. Professor 

Wm. G. Sumner, indeed, declares that this report contains the 

“best statement of the protectionist argument ever made;” ? 

and Mr. Lodge says of the same document, “As an argument 

for the adoption of the protective principle as the true policy 

for the United States, without reference to other countries, it 

has never been successfully answered.” But the fact is that 

this report makes no “‘statement of the protectionist argument” 

—that is to say, it nowhere discusses, nowhere attempts either 

to defend or to combat, the abstract and general doctrine of 

protection; and as for Mr. Lodge’s assertion (by implication, at 

least) that protection in the United States today is vindicated 

by the Report on Manufactures, nothing could more startlingly 

reverse the correct interpretation of that treatise. Hamilton’s 

conclusions, drawn from data representing historical and indus- 

trial facts, are strictly contingent on the reality of those facts; 

and the validity of his reasoning, in general, is rigidly con- 
ditioned by the continued truth of the premises from which such 

reasoning proceeds, The industrial and political elements of 

the protective question in ‘this country teday are, of course, 

vastly different from those of Hamilton’s time; and John T. 

Morse is entirely right in saying that it is “‘altogether impossible 

to predicate from anything contained in this report (on Manu- 

* Works, vol. iii. p. 416. 

* Protection in the United States, p. 32. 

3 Works, vol. iii. p. 417. 
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factures) what would be its writer’s opinion as to the proper 

policy in the present circumstances of this country.” Let us 

see if all this is not so—if the Report on Manufactures does 

not embody a political purpose rather than an_ industrial 

theory. 

In the first place, the subject of protection at the beginning 

of our republic was nothing like the burning question that it has 

since become—that it became, say, at the close of the War of 

1812. Mr. A. S. Bolles, indeed, declares that in this early 

period “the tide of public opinion set more strongly. in the 

direction of governmental protection than it does today,’’* but 

it is difficult to find any confirmation of this view in contempo- 

rary documents bearing on the question. The fact seems to be, 

rather, that so far as the protectionist controversy is concerned, 

public opinion was relatively inert in 1790. The issues of the 

day related to the foreign policy and the general powers of the 

new government; and the tariff question had little share in the 

public attention. The absence of any settled convictions upon 

this subject in the guiding minds of those days is shown by the 

weathercock ease with which opinions veered. Madison’s 

speeches in 1789 show him to have been on general principles a 

free trader—‘‘a friend,” as he himself says, “of a very free 

system of commerce ;” but in 1794, leagued with Jefferson as 

the head of the Republican party and thus influenced, perhaps, 

by changes in the political world, Madison supported the plan 

of paying high duties on English manufactures. Fisher Ames, 

on the other hand, advocated the principles of free trade in 1794, 

although his course had lain in the other direction at the time of 

the first tariff act. The debates on this act show clearly that 

Congress wished to provide a tax of some sort as soon as pos- 

sible, and concerned itself for the most part with purely revenue 

considerations. 

Thus we see that there was nothing in the general spirit of 

* Financial History of the United States, 1789-1860, p. 78. 

*Cf., however, a paper by WILLIAM HILL, on “ Protective Purposes of the Tariff 
Act of 1789,” in the JouRNAL for December 1893. 

—w 
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the times to incline Hamilton’s mind towards the industrial con- 

ception of protection; and the Report on Manufactures dis- 

covers no trace of any advocacy of such a principle. The ques- 

tion with Hamilton was a much wider one than that which we 

commonly have in mind in thinking of protection. We regard 

the taxing of imports as the chief resource for encouraging man- 

ufactures; but Hamilton gives this device a comparatively unim- 

portant place in his scheme, and lays most stress on the granting 

of bounties. He proposed that a system of bounties should be 

established by the government on a large scale; and he used his 

utmost endeavor to defend the constitutionality of such a meas- 

ure. Here, as in numerous other places, it is plain that the con- 

trolling motive behind this Report is the same with that under- 

lying the rest of Hamilton’s work—namely, a desire to bolster 

up the national government, to establish executive centralization. 

We have confessed to some distrust of the economics in this 

Report; and one or two examples may serve to explain this 

feeling. Hamilton urges the introduction of manufactures on 

the grounds that the cheapening expedients arising from the 

division of labor and the extensive use of machinery can be 

applied more widely in manufactures than in agriculture. Such 

was the fact, probably, at the time of Hamilton’s writing; but 

the inference was hasty. From the mere circumstance that 

manufactures allow a larger use of labor-saving devices than 

agriculture allows it does not necessarily follow that manu- 

factures should be at once introduced; for it is perfectly pos- 

sible, by means of international trade, to receive the same 

benefits from these expedients that would accrue if they were 

applied in the country itself. Whether or not a country will get 

the best results by setting up machinery of its own depends on 

its comparative advantages in manufactures and in agriculture. 

If its pre-eminence over other countries in agriculture is great, 

and if, at the same time, its ascendency in the field of manu- 

factures is less marked or is, indeed, altogether wanting, such a 

country will get its manufactures most cheaply by offering in 

exchange agricultural products; and the fact that one or the 
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other of these forms of industry has a special adaptability for 

machinery does not bear upon the question. 

In his views about the comparative productiveness of agricul- 

ture and of manufactures Hamilton is again caught napping. In 

his day there was a widespread belief that agriculture is pro- 

ductive in a peculiar degree; and the fact that manufactures 

give no equivalent for rent was cited as proof of the theory. 

Hamilton meets this argument by asserting that, inasmuch as 

rent is only another form of profit upon capital—profit, that is 

to say, upon the landowner’s capital—there is really no differ- 

ence in the net return in the two cases; though the fact is 

veiled by the circumstance that in manufactures the profit is 

divided between the owner and the manager of the property ; 

while in agriculture the whole profit goes to a single person, 

since a single person is usually both manager and owner. 

Hamilton’s argument reminds one of Charles Lamb’s sally at 

the vagaries of feminine logic: ‘Madam, I accept your con- 

clusions; but you must allow me to find the reasons for them.” 

Hamilton is right on the main question; but he is hopelessly 

wrong in showing that he is right. His error—not a strange 

one twenty-five years before Ricardo’s discovery —arises from a 

mistaken notion as to the real nature of rent. 

We need not linger long in sounding the praises of the 

Report on Manufactures; for the unmistakable, verdict of able 

criticism has made such praise superfluous. As regards one 

phase of the protectionist controversy —the encouragement of 

nascent industries—Hamilton has said about all that can be 

said; and most of the other stock arguments—‘‘home market,” 

‘“‘absence of reciprocity,” “‘ pauper labor,”* and so on—are either 

*But notice that Hamilton treats the wages argument as one in favor of free 
trade (Works, vol. iii. pp. 332-333). In fact, the labor argument, up to about the 

year 1830, was employed almost exclusively against protection. They used to meet 

the “ young industries” argument with the assertion that the higher rate of wages in 

this country made the establishment of manufactures here impossible. Clay, arguing 

in 1820 against free trade, denied that wages were higher here than in England, and, 

admitting that fact, he denied the validity of the assertion founded upon it, on the 

ground that, owing to inventions, labor was no longer the principal element in manu- 

factures (Clay’s Works, vol. i. pp. 465-466). Webster’s use of the labor argument 

also, was unlike that of the present day (Webster’s Works, vol. iii. pp. 140-142). 
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fully developed or at least distinctly stated in the Report on 

Manufactures. If, however, the economic value of this treatise 

has been amply recognized, its historical value could hardly be 

overrated. In the year 1790 there was no knowledge-reeking 

bureau of information, no system of congressional investigations 

deluging the land with torrents of high-running figures, no gov- 

ernment printing office pouring out every year with fatal facility 

more statistics than anyone knows what to dowith. But Hamil- 

ton’s report goes a long way in supplying this deficiency, for 

the last part of that document is a simple rich-veined mine 

of precious information concerning the industrial and commer- 

cial development of this country at the close of the eighteenth 

century. Perhaps Hamilton would not quite agree with George 

Canning that there is nothing on earth so sublime as a fact, but 

this part of the Report on Manufactures shows that its author 

had, as Lodge declares, a “powerful imagination for facts’ — 

that is, a quick appreciation and a clever exposition of the sig- 

nificance of facts. If the political economy of the report were 

much weaker than it is, the historical value of the document 

would make it easily first among similar state papers." 

We have now examined, as fully as our limits would allow, 

the more important of Hamilton’s economic writings. There are 

others, indeed, that well deserve our study. The Second Report 

on Public Credit,? written just before Hamilton went out of office 

and giving the finishing touches to his system, was the crown- 

ing conclusion of a work already securely enthroned in the temple 

*Free traders are wont to shower praises upon Secretary Walker’s report that 

formed the basis of the temperate-toned tariff of 1846. The scarcity of free trade mate- 

rial among government publications may account for these golden opinions, for it is 

certain that such admiration is unaccountable on the score of real merit. The only 

thing of the sort comparable with Hamilton’s report is Gallatin’s memorial of 1832 — 

not a state paper, although presented to Congress by the Philadelphia convention in 

favor of tariff reform and prepared by Gallatin in the same way that a Secretary of 

the Treasury might prepare a similar document. This memorial, notwithstanding 

the Lethean haze that long enveloped it, is a most masterly plea for unshackled 

commerce and a very thoroughgoing exposition of the scientific validity of free-trade 

principles. 

* Submitted to the House of Representatives January 16, 1795. 
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of fame. Hamilton’s report* on the establishment of a mint, 

containing his views on coinage and on the comparative merits 

of a single and a double standard, would help us to determine 

his rank as an economist. The subject of taxation, also, in which 

Hamilton’s powers as a financier had full play, has necessarily 

been slighted here. Ina report communicated to Congress on 

March 6, 1792,? Hamilton put ina permanent and unanswerable 

form the argument for the internal revenue and an excise on 

spirits. This policy is so firmly established now that we wonder 

how the opposite practice could ever have been followed. 

But the recollection of British taxation made the people 

at the beginning of our government very reluctant to suffer 

taxation of this kind. Jackson, of Georgia, “plainly perceived 

that the time would come when a shirt should not be washed 

without an excise ;” and the same chronic growler complained 

that the excise would deprive the southern people of ‘almost 

the only luxury they enjoy, that of distilled spirits.” These and 

other topics might appropriately find a-place in a study like 

ours. But this is an essay, not a book, and we must now try. to 

attain our object—to determine the rank of Hamilton as an 

economist —with such material as we have at hand. 

In the first place, then, our examination has shown that in 

one sense of the term— in the sense for which some writers con- 

tend, and which makes the economist an embodiment of poli- 

tics, law, ethics, and economics proper— Hamilton has reached 

a foremost place. As an economist in this sense he must take 

rank with the greatest of modern statesmen, with men like Turgot 

and Pitt, Bismarck.and Gladstone. Considering the span of 

years allotted to him, the enormous obstacles in his path, the 

wide scope of his genius, and the solid results of his work, 

Hamilton was, perhaps, greater than any of these. Some people 

do not hesitate to say that without Hamilton there would have 

been no United States, and most people will agree that without 

Hamilton there would have been no such United States as we 

* Submitted January 28, 1791. Works, vol. iii. p. 231. 

* Works, vol. ii. p. 182. 
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have today. The schoolboy, indeed, knows something of Jef- 

ferson long before he has even heard of Hamilton, but the one 
man was only the shadow of the other—at least so far as his 

influence went in giving permanent shape to the political insti- 

tutions of our country. To say, as is sometimes said, that 

Hamilton, more than anyone else, determined our early history, 

is not enough; Hamilton, more than anyone else, made all our 

history early and late together. The administrative institutions 

that he established, the political conceptions that he vindicated 

and grafted into our governmental philosophy, the theories of 

statecraft that he believed in himself so heartily, that he 

explained to others so vividly, and with which he impregnated 
so effectually our body politic—all these have been operative 

throughout our history, and are still efficient in giving shape and 

direction to the national life. Our treasury service and revenue 

arrangements are about the same today that they were when 

Hamilton left them, and historians have often remarked in 

Hamilton’s executive system its wonderful power of expansion 

and adaptability to changed conditions. But these administra- 

tive methods are, after all, among the least of Hamilton’s gifts 

to his adopted land. His greatest benefactions consist in the 

mould that he cast for the country’s development, in the bent 

that he gave to the national genius, in the impression that he 

made on the political thought of his people. The power and 

the effect of ideas no one can measure, so that no one can say 

in just what degree Hamilton made us what we are today ; but it 

cannot be doubted that his influence has been most profound 

throughout our history. 

The writings of Hamilton that we have examined would show 

this if the clear-toned voice of history had not proclaimed the 

fact. The fragmentary extracts given here could not possibly 

demonstrate the real worth of these Reports any more than the 

brick that the pedant in Hierocles carried about as a specimen 

could show the value of the house that he wished to sell. In 

fact, these works are classics of political literature. Profound 

in thought, clear in reasoning, and pure in style, they are 

—>- I he a 
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masterpieces of their kind, and may safely challenge comparison 

with the best in other languages. There is, indeed, no brilliant 

imagery here, no flashing wit, and not a spark of humor; no 

clever introduction of apt quotation, no tidbit of classical allu- 

sion, no stealthy insinuation of poetic gems, no touch of gentle 

raillery, nor sprinkling of measured sarcasm, nor even a dash of 

mild-mannered invective. None of these has Hamilton, nor 

any of the other delicacies demanded by the dainty palate of 

modern literary epicures. Hamilton is no rhetorician, no phrase- 
monger, as others are; he only speaks right on. But no style 

could be better suited to its purpose, could attain its end more 

infallibly. Statement and demonstration are one with him; set- 

ting forth the issue is argument, and summing up the case is 
proof. When Marshall raised his forefinger and began, ‘It is 

conceded,” Webster saw in advance, he tells us, the complete 

collapse of al! his cherished arguments; in the same way, when 

Hamilton, at the beginning of an essay, collects his forces and 

announces the plan of the campaign, opponents may well expect 

defeat. 

But the work of Hamilton’s Reports was not ended in the 

adoption of the plans that they advocated. Many of the ques- 

tions over which men are disputing today have their merits 

most clearly set forth in Hamilton’s writings. Indeed, even 

now, after the lapse of a century, there is very little that is 

obsolete in these Reports. Some of the arguments in favor of 

protection, deriving their force from conditions long since essen- 

tially changed, and some of the details in the more complicated 

parts of the funding system, have lost much of their former 
interest; but, for the most part, Hamilton’s Reports are still full 

of vital matter that cannot die nor even lose its freshness so long 

as the science of government lasts, so long as men continue to 

ask how best to rule themselves. 

Thus one solution of our problem is easily found, and places 

Hamilton in the very front rank of statesmen. This conclusion, 

however, was foregone, and does not answer the question with 

which we are concerned. What, then, in the light of this exam- 
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ination, shall we say of Hamilton as an economist, in the narrower 

and more usual sense of the term? Here, again, we shall do 

well to simplify the issue by subdividing our subject and con- 

sidering Hamilton (a), as knowing and applying existing eco- 

nomics to practical affairs, and (4), as making positive contribu- 

tions to the principles or the theories or the methods of the 

science. 

Taken in the former of these aspects, Hamilton must still be 

regarded as a great economist. We have noticed the very 

imperfect development of economics at the time of Hamilton’s 

writing ; and the reader of his Reports wonders constantly where 

the author found so much in ‘the economic treatises of those 

days. We perceive here both an intimate acquaintance with 

general principles—so far as general principles had then been 

formulated—and profound knowledge of such economic ques- 

tions as had then arisen in the world’s history. Moreover, the 

skillful application of this knowledge to the peculiar conditions 
of the new nation is no less to be observed. They go too far, 

perhaps, who assert that every country has a political economy of 

its own quite distinct from that of every other country and even 

from that of the same country at a different period ; and the 

suggestion of an “ American Political Economy” tempts one to 

ask whether there is also an American geology or an American 

astronomy. Still, there can be no doubt that the principles 

underlying any branch of sociology have a degree of elasticity 

foreign to the nature of a physical science; and the rigidity of 

the law of gravitation, for example, cannot be predicated of the 

laws of a social science. It was no easy thing, therefore, for 

Hamilton to apply to the untried conditions of this country 

principles and laws framed from the experience of other lands. 

The peculiar nature of our political institutions and the unfet- 

tered condition of industrial elements here essentially differenti- 

ated this country from the nations of the old world, and made 

the application of economic laws a matter of especial difficulty. 

But Hamilton felt his way with masterly care as he approached 

this unknown coast of statesmanship, not relying overmuch upon 
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existing charts prepared from insufficient data, sounding fre- 

quently with the lead of independent reasoning, and taking his 

bearings now and then from the landmark of perfect acquaint- 

ance with our industrial and political conditions. 

In two senses of the term, then, we find that Hamilton must 

be classed with the leading economists. There remains a third 

construction of the word—that which looks upon the economist 

not as a mere student or practitioner in economics, but as a 

scientist aiming to add something to the existing stock of eco- 

nomic knowledge. For the purposes of our study this last mean- 

ing is the one most appropriate. Using the word in this sense, 
we must modify at once our former conclusions, and can no 

longer give to Hamilton the exalted rank before accorded. 

Consider the great names in the science — Adam Smith, Ricardo, 

Mill, and Cairnes—and the reasons for their renown. We call 

these men great economists, not for their acquaintance with 

general sociology, nor on account of their knowledge of eco- 

nomic laws and principles, nor yet because of their practical 
applications of economics in the world of politics or commerce, 

but almost entirely on account of their positive contributions to 

the science —because they {devised methods or discovered princi- 

ples or framed laws helpful in explaining the production and the 

distribution of wealth. But Hamilton did none of these things ; 

and we need not, therefore, hesitate in the opinion that he has 

few pretensions to the title of a great economist. The history 

of the science and the origin of the principles and the laws of 

which the science is made up show this: in the existing body of 

economic knowledge, what part was added by Hamilton? in the 

present development of economic theory, what element can be 

traced to him? Certain principles have been brought out more 

.clearly by his elucidation, certain laws have received fresh con- 

firmation from his researches, and the advantages of a combined 

deductive and inductive method in economic inquiry have been 

abundantly illustrated in his work: but these things, if we mis- 

take not, constitute the sum of the benefits conferred by Hamil- 

ton upon the science of political economy. With a life less 
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crowded, indeed, and a range of study less encyclopedic, great 

results might have been expected from Hamilton in the field of 

pure economics. His example must always prove a pow- 
erful stimulus to students of the laws of wealth, and political 

economy must always acquire from Hamilton’s patronage fresh 

prestige in the eyes of a world little inclined to homage the 

‘‘dismal science.” But these are minor achievements, after all, 

and our final judgment must be that, however great Hamilton 

may be as a statesman, his rank as an economist is not high. 

Epwarp C. Lunt 
BosTon. 



THE LEGISLATIVE HISTORY OF THE SECOND 
INCOME-TAX LAW. 

On the nineteenth of December, 1893, the House Committee 

on Ways and Means introduced a bill ‘to reduce taxation, to 

provide revenue for the government, and for other purposes.” 

This soon became known as the Wilson bill. About a month 
later Mr. McMillin, on behalf of the same committee, reported 

a bill ‘“‘to impose a tax on corporate and individual incomes, to 

increase the tax on distilled spirits, and for other purposes.” * 

So much of the plan of the committee as sought to make provi- 

sion against the existing deficiency in the national revenues by 

‘‘a small tax on incomes derived from certain corporate invest- 

ments’’* had already received the endorsement of the President 

in his annual message.3 
Secretary Carlisle’s views accorded more fully with the meas- 

ures proposed by the committee than did those of the President, 

for the former favored a tax on legacies and successions‘ as well 

as one on the stocks and bonds of corporations.’ Very shortly 
after its introduction, the income-tax bill was incorporated with 

the tariff bill. By this movement (which was carried through 

in spite of the vigorous protest of a considerable section of the 
democratic party from the eastern states) it was attempted to 

make support of the income tax a test of party fealty, The 

union of two bills, the one “to reduce taxation,” the other “to 

impose a tax on corporate and individual incomes,” seems, at 

*The wisdom of taxing private incomes had been questioned by Mr. Wilson, the 

chairman of the committee, and he doubted the ability of the government to thoroughly 
collect such a tax. The proposal to tax corporate incomes, however, met his full 

approval.—North American Review, January 1894. 

* Congressional Record, 53. Congress (second session), p. 9. 

3The President had commended the plan of the committee even before it was 

reported. 

4 Legacies and successions were regarded as income by the committee. 

5 Report of the Secretary of the Treasury, 1893, p. 1xxxii. 
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first sight, a little strange, and needs, perhaps, a word of expla- 

nation. Senator Peffer claimed’ the two bills were combined at 

the dictation of the populists in the House and that this union of 

the two measures was the price paid for permission to pro- 

ceed with the consideration of the tariff bill As no provisions 

of the combined bill were more zealously supported by the demo- 

crats (with some few exceptions) than were the sections provid- 

ing for the taxation of incomes, this explanation seems quite 

gratuitous, the more so when it is recalled that the democrats 

were greatly in the majority in the House and were fairly united 

on the question of tariff reform. 

Aside from the possibility that the combination of these two 

bills was forced upon the democratic party, the mere fact of 

their union is unimportant. The significant consideration is the 

introduction by the Committee on Ways and Means and the 

passage by Congress of a measure providing for the taxation of 

incomes in connection with the new tariff bill, Why did the 

democratic party, in reforming the tariff, resort to the income 

tax? Was it an adventitious measure having no logical connec- 

tion with the new tariff bill, or did it have some necessary rela- 

tion with the ideas of tariff reform as they were conceived by 

the democratic party of the Fifty-third Congress? This is the 

vital question suggested by the union of the two bills, and the 

answer to this question will be sought in the debates. They 

alone disclose the real reasons why the income tax was so inti- 

mately associated with the new tariff, They also show clearly 

and conclusively how radically the democratic party has changed 

its position on the question of federal taxation. 

From its inception the democratic party had been hostile to 

interna] taxation, but in the second session of the Fifty-third Con- 

* Congressional Record, p. 4585-2. 

*The democrats, however, may have hoped by this maneuver to force some of 

their own members who were opposed to the income tax, but who favored tariff reform, 

into voting for the former, and, moreover, had it not been united with the tariff bill the 

income tax might have been shelved during the debate upon that tariff and its discus- 

sion deferred until so late in the session as to make its proper consideratiun impos- 

sible. This contingency was rendered impossible by the combination of the two bills. 
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gress it abandoned the traditional policy to which the party had 

steadily adhered for a century and became the advocate of such 

taxation. 

The full import of this change of position can only be com- 

prehended when it is understood that by this bill the democratic 

party undertook to collect in a time of profound peace the major 

portion of the public revenues by internal taxation.’ 

The new position thus assumed on the question of national 

taxation necessitated a far-reaching and radical change of attitude 

on constitutional questions. Under this act the federal govern- 

ment not only deals directly with the people of the states but, as 

the supreme court has decided, it even imposes taxes upon the 

instrumentalities of the states themselves. It is quite remarkable 

that practically no constitutional objections were raised against 

the bill by the congressmen representing that portion of the 

country which had been traditionally hostile to any encroach- 

ment on the rights of the states by the federal government. 

Senator Hill declared:* ‘No such federal aggrandizement 

was ever projected . . . . no such insidious and deadly assault 

upon state rights, state powers, and state independence, as a 

federal income tax.’’ Senator Hoar of Massachusetts, in the 

same strain pronounced the? “income-tax scheme the most con- 

* Senator Voorhees, chairman of the Finance Committee, in presenting the tariff 
bill to the Senate, submitted an estimate of the expenses of the government for the 

fiscal year 1895. The various items made a total of $451,399,485.33. “To meet the 

appropriations made necessary by the foregoing estimates, I here place before the 

Senate,” said he, “the estimated revenues which are expected to accrue under the pro- 
visions of the bill now before us :” 

Internal revenue under the present law . - - - $160,000,000 

Additions made by the pending bill: 

Income tax - - : - - - - - 30,000,000 

Spirits - - - - - - - - 20,000,000 

Cards - - - - - - - - 3,000,000 

Customs - : : . - - . - 163,361,000 

Miscellaneous - : - - - - - - 20,000,000 

Postal - - - - - - - - 84,427,766 

Total - - - $480,788,766 

—Congressional Record, p. 4157. 

* Jbid., p. 4351. 3 Jbid., p. 7837. 
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spicuous, far-going, drastic, sweeping assertion of national power 

against state power, state interest, and state functions which can 

be found in our legislative history.” In no small measure were 

these charges true, yet this proposed interference on the part of 

the central government with the autonomy and independence (if 

these terms may be used) of the states provoked but isolated 

protestations from those who had been wont to guard with a jeal- 

ous eye the rights of the states. It is but slowly that the mind 

can comprehend how the followers of Jefferson, Calhoun, and 

Benton could consent to the imposition of a tax on the bonds of 

the states. A radical change of position on constitutional ques- 

tions was, however, clearly seen to be a necessity if the pro- 

gramme of tariff reform was to be fully carried out and its results 

permanently secured. And amore sudden and complete shifting 

of position by a great political party has seldom been witnessed. 

Tariff reform as understood by the democratic party of the Fifty- 

third Congress made an income tax a necessity. The debates, it 

is thought, will fully substantiate this interpretation. 

It has been quite frequently said that the necessities of the 

treasury fully account for the introduction of the income tax. 

The debates, however, show that the needs of the treasury had 

little to do with it. The income tax was not regarded pri- 

marily as a fiscal measure. Little was known as to how much it 
would yield and apparently no one cared very much to know.’ 

Almost a year and a half was to elapse from the time of its 

introduction before its first fruits would flow into the treasury. It 

could not therefore have commended itself because of its effi- 

ciency as an instrument for the immediate relief of the treasury, 

Not only has it been generally believed that the exigencies 

of the treasury explain the adoption of the income tax but it has 

also been widely supposed that it was embraced as a temporary 

*“The Commissioner of Internal Revenue made an estimate, based on our 

present population and wealth as compared with that of the period embraced under 

the former income-tax law, from which he estimates that on individual incomes there 

would be a yield of more than $30,000,000 at a tax rate of 4 percent.... 2 per 

cent. would yield one-half of this amount.”-—Report of the Committee on Ways and 

Means, 53. Congress, second session, Report No. 276. 



HISTORY OF THE SECOND INCOME-TAX LAW. 315 

expedient to meet a temporary deficit. Consequently it has not 

been quite understood why a tax so different in its nature from 

any in existence and necessitating the establishment of some new 

machinery for its collection should have been resorted to. But 
perhaps the tax was not regarded as a temporary measure although 

its introduction was occasioned by a deficiency supposedly but 

temporary. This point is worth more careful attention. Secre- 

tary Carlisle in his annual report for the year 1893 estimated that 

there would be a deficit for the fiscal year ending July 1, 1894, of 

$28,000,000. This estimate was based upon the expected yield 

of the tariff under the changes about to be proposed by the Com- 

mittee on Ways and Means. It was necessary that some provi- 

sion should be made for this expected deficit. But why (the 

query at once arises) was the income tax resorted to for this pur- 

pose? The democratic party had never favored such taxes in its 

platforms,’ nor had it advocated them in a national campaign. 

The populists of the parties represented in Congress had thus 

far stood alone in their approval of an income tax. The threat- 

ened deficit was the pretext for, but was it the real cause of the 

reimposition of this abandoned tax? And, it is again asked, was 
it intended merely as a temporary resource ? 

The President in his message said: ‘I am satisfied that the 

reduced tariff duties provided for in the proposed legislation, 

added to the existing internal revenue taxation, will, in the near 

future, though perhaps not immediately, produce sufficient reve- 

nue to meet the needs of the government.”* Secretary Carlisle 

was not quite so sanguine, for he thought it would be necessary 

to collect, during the fiscal year 1895, $50,000,000 additional 

revenue by the imposition of new taxes under the internal reve- 

* That a decided change had, however, come over the democratic party was clearly 

manifested in the national convention of 1892. The platform as originally reported to 

the convention contained (as did that of 1884) the following declaration: “From the 

foundation of this government, taxes collected at the custom house have been the chief 

source of federal revenue. Such they must continue to be.” These sentences were 

stricken out by the decisive vote of 564 to 342.—STANWoOOD’s History of Presidential 

Elections, p. 468. 

* Congressional Record, p. 9. 
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nue system." To meet the expenditures for the fiscal year 1895, 

he recommended that additional taxes be imposed upon distilled 

spirits, cigars, and cigarettes, and also that new taxes be levied 

on playing cards, cosmetics, and perfumeries, legacies and suc- 

cessions, as well as on incomes derived from investments in 

stocks and bonds of corporations and joint-stock companies.” 

The President as has already been observed was satisfied that 

the reduced tariff duties provided for in the proposed legislation 

added to the existing internal-revenue taxation would soon yield 

sufficient revenue to supply the needs of the government if 

economically administered. The Secretary furthermore pro- 

posed to meet the temporary deficiency by the sale of bonds, 

The contemplated revision of the tariff according to his estimates 

would entail a loss of revenue for the fiscal year 1895 of about 

$50,000,000, which he proposed to make good by increasing 
existing rates in the internal revenue system and by adding some 

new taxes. But he did not suggest as the President had done 

that the new taxes should be merely temporary. They.formed a 

necessary part of his scheme. 

The expectations of the Committee on Ways and Means will 

next be examined. On presenting the income-tax bill on behalf 

of this committee Mr. McMillin was questioned by Mr. Coombs‘ 

as to whether the committee had any positive assurance that the 

various sources of revenue would yield a sufficient amount to 

meet the necessities of the government. Mr. McMillin admitted 

that on the face of things there would still be a deficiency, but 

he added that the committee believed the revenue would increase 

*Report of the Secretary of the Treasury, 1893, p. Ixxxii. 

* [bid., p. \xxxii. 

’The views of the chairman of the Committee on Ways and Means, Mr. Wilson, 

seem to have accorded with those of the President, as is evidenced by the following 

quotation taken from an article published in the North American Review about the 

time of the introduction of the income-tax bill. “A democratic administration must 

. confront. . . the always unpopular duty of providing some new subject of taxa- 

tion, not only to carry us through the exiSting crisis, but as a reliance forthe few years 

during which our customs revenue may be lessened by the proposed reform of the 

tariff."— North American Review, January 1894. 

4 Congressional Record, p. 2791. 
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on the revival and extension of business as a result of the bene- 

ficial legislation which it was proposed to enact Now as the 

committee did not expect, even when a revival of business took 

place, that the receipts would exceed the expenditures they could 

not have looked forward to the speedy repeal of the new taxes. 
The (Senate) Finance Committee obviously did not regard the 

income tax as a temporary measure to meet an expected deficit, 

for Senator Voorhees declared that ‘the criticism which assailed 

the tariff bill as it came from the House because it created a 

deficiency in the treasury no longer applied,’* for the bill 

reported by them would yield a surplus of $29,389,245. As it 

was not expected the income tax would yield over $30,000,000 

it could have been dropped by the Senate without embarrassing 

the government. In the Senate it could not be urged as it had ° 
been in the House that the income tax was necessary to support 
the government, and thus the question at once arises: why was 

it not abandoned when it became clearly unnecessary from a fiscal 

point of view? Senator Hill pointedly objected to the tax 

because “it was not advocated as a temporary expedient but 

boldly proposed as a permanent policy of the government.’’ 

It was designed as a permanent tax, said he, for the Ways and 

Means Committee of the House as well as the House itself and 

the Senate Finance Committee refused to definitely limit its con- 

tinuance. 

If not designed as a temporary expedient, the all-important 

question is: why should this particular tax have suddenly com- 

mended itself to the democratic party to such an extent as to find 

a permanent place in their financial system? Why should it 

suddenly have been so intimately associated with tariff reform ? 

Tariff reform had always been a distinct issue, but now it was 

made to travel hand in hand with the income tax. A new party 

creed had suddenly been drawn up to which all the faithful were 

expected to subscribe, and notwithstanding the novelty of the 

doctrine most of them complied without apparent reluctance. 

* Congressional Record, p. 4157. 

2 Jbid., p. 4349. 



318 JOURNAL OF POLITICAL ECONOMY. 

Some few however denounced the new gospel as heretical and 

were in consequence regarded as apostates. Senator Hill, who 

was considered the chief of the deserters, protested against the 

betrayal of the ancient faith and denied the authority of the 
democratic Congress to make new party doctrine, as he regarded 

this the particular privilege of the representatives of the party 

duly assembled in national convention. Now let us return to 

the questions just raised. Why should the income tax now be 

so closely associated with tariff reform as to be made a part and 

parcel of the tariff reform bill ? Why should the democratic 

party have come to regard it as a necessary and permanent part 

of their revenue system? Some light is thrown on these per- 

plexing questions by the debates, and in them we shall now seek 

the solution of our difficulties. During the campaign of 1892, 

the inequalities of the McKinley tariff were denounced through- 

out the length and breadth of the land by the democratic party. 

The people showed their disapproval of the republican policy by 

placing the government in the hands of the democrats. The 

extra session of the Fifty-third Congress was almost wholly 

devoted to monetary matters. But in the second session an 

attempt was made to redeem the pledges made to the people in 

the campaign of 1892. Asa preliminary to the revision of the 

existing tariff, its inequalities were again exposed. The President 

however had become somewhat conservative, for in his message, 

after insisting on tariff reform, he said, ‘‘We cannot close 

our eyes to the fact that conditions have grown up among us 

which in justice and fairness call for discriminating care in the 

distribution of such duties and taxation as the emergencies of 
our government actually demand.”* 

Possibly he feared that the radicals in Congress might go to 

extremes and simply intended this utterance as a caution. The 

secretary of the treasury, however, did not show the same solici- 

tude for the vested interests, In his report he offered sugges- 

tions to Congress as to the best means “to secure, as far as 

possible, equality in the distribution of the burdens of taxation, 

* Congressional Record, p. 9. 
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and [how to | avoid, as far as possible, the taxation of one citizen 

for the benefit of another, or of one class for the benefit of 

another.”* Not only was it again and again asserted in the 

debates that one class of citizens was being taxed for the benefit 

of another but it was also maintained that the poor paid more in 

proportion to their ability towards the maintenance of the 

government than did the rich, It was claimed that the people 

of the South and West were exploited under the existing tariff 

law by the manufacturers of the East. Said Mr. McMillin, in 

introducing the income-tax bill: ‘We will not deserve that con- 

tinued support that the American people have given the demo- 

cratic party if we do not come resolutely to the discharge of 

duty and determine, whatever else occurs, robbery shall no 

longer be carried on by operation of law.”* And a little later in 

the same speech he said: ‘‘ We will reduce this tariff to a revenue 

basis; we will impose taxes for public purposes and not for 

private gains or to enable some individuals to accumulate private 

fortunes at the expense of others.” Senator Voorhees, chairman 

of the Senate Finance Committee, declared “the protective 

system of tariff taxation . . . a system of indescribable injustice 

and oppression.”’3 And later on in the same speech he made the 

assertion that ‘‘the income class . . . is mainly the illegitimate 

offspring of government paternalism and government support.” 

Innumerable citations of the same character could be made, 

but as these are the charges which the democratic party has 

preferred against the protective tariff during the past quarter 

of a century it will be presumed that more are unnecessary. 

Not only was the existing tariff denounced as unjust but it 
was maintained (and this point is to be noted as it marks an 

important change of position on the part of the democratic 

party) that any system which imposes taxes exclusively on con- 

sumption is bound by its very nature to be unequal. This, it was 

* Report of the Secretary of the Treasury, 1893, p. \xxviii. 

* Congressional Record, p. 2788. 

3 Tbid., p. 4156. 

4 Ibid., p. 4163. 
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asserted, necessarily followed from the fact that incomes moder- 

ate in amount are as a general thing spent for articles of con- 

sumption, while the large incomes are only to a limited extent 

expended for such articles. On this point Mr. McMillin said, in 

presenting the income-tax bill: ‘“‘Let us look about and see 

whether that ‘equal and exact justice’ which Jefferson laid down 

as one of the cardinal principles of government is being 

administered. We will take, for instance, a man with an income 

of $500,000, and we will take another with an income of 

$20,000. They both wear the same kind of clothes; they require 

about the same. They both eat about the same kind of food; 

they both require about the same. Therefore, they both pay the 

same taxes to the government, because taxes are to be paid upon 

what they consume! There is $500,000 in the hands of one man 

that is not taxed any more than the $20,000 in the hands of the 

other. Is this right? Is it justice?”* Mr. Lane of Illinois also 

took the ground that taxes upon consumption did not properly 

distribute the burden, “for,” he said, “under this system of 

indirect taxation the amount which each individual contributes to 

the expenses of government is regulated solely by his consump- 

tion of the articles taxed, and can be, and is, in no way appor- 

tioned according to his ability to pay the tax.”* ‘The man who 

owns $10,000,000,” said Senator McLaurin of Mississippi, 

“would have to consume $2,000,000 worth of dutiable goods 

before he would pay a taxin proportion to the man who owns $1000 

and consumes $200 worth of dutiable goods. So that, each pay- 

ing taxes on the value of the dutiable goads he consumes, as the 

rich do not consume that value of dutiable goods in proportion 

to their wealth that the poor are compelled by their necessities 

to consume, it follows, as the day follows the night, that the 

rich do not pay their proportionate share of the revenue.’’3 

‘The wealth of this country,” reported the Committee on Ways 

and Means, “amounts to more than $65,000,000,000, and the 

* Congressional Record, p. 2791. 

* [bid., p. 2311. 

3 Jbid., p. 4682. 
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question arises whether it is not just and fair that a portion of 

this money should be raised by a tax on the earnings of wealth 

instead of imposing it all, or nearly all, on consumption. The 

committee believe that it is eminently just and proper that the 

amount proposed by this bill should be collected from a tax on 

incomes instead of placing all of it on the necessaries of life, 

which are consumed by all, but are not used in proportion to their 

ability to pay taxes, but according to the necessities of exist- 

ence.”* - 

It naturally followed from this new position assumed by the 

democratic party on taxation that a return to taxes on the so- 

called revenue articles was an impossibility. If the then exist- 

ing system were unjust, a system which would impose taxes 

upon sugar, coffee, tea and other necessaries of life would exag- 

gerate this inequality. It was desired to lift the burdens of 

national taxation from the articles of general consumption and 

not merely to shift them from one article to another. Mr. 

McMillin put this issue squarely to the House when he said: 
‘How are you going to supply this deficiency [of $75,000,000 ] 

if not by taxing incomes? Will you place a tax on tea in order 

to get it off incomes? Would you put it on coffee for the pur- 

pose of letting these escape? Would you leave it on woolen 

goods or raise the tax on woolen goods to an average of more 

than 200 per cent., being now more than 98 per cent., that all 

incomes shall go without the imposition of any tax? When it 

comes to a proposition either to retain or increase the present 

* Committee on Ways and Means, 53. Congress, second session, Report No. 276, p. 3. 

Senator Teller took the same position in declaring “a tax upon consumption and 

consumption alone does not properly distribute the burdens of taxation among the 

people.” —Congressional Record, pp. 7887. 

Senator Hill frankly admitted that the system of tariff taxation by itself was not 
just, but insisted that national taxation must be considered in connection with local 

taxation. “The rich man,” said the Senator, “‘who owns the houses and lands, pays 

State, county and municipal taxes thereon according to their value, and he pays his 

tariff taxes besides upon whatever he consumes. The poor man, however, who owns 

no property of course pays no state, county, or municipal taxes, but simply his tariff 

taxes. If income taxes should be substituted for tariff taxes then the poor man would 

pay nothing, either to the state or local or national government.” — Congressional 

Record, pp. 7822-7824. 
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high protective rates, or levy a tax upon incomes, I do not hesi- 

tate what I shall do. I do not for a moment parley about 

whether it shall be placed upon the incomes or be kept upon the 

necessaries of life.” 

The principal considerations have now been presented which 

led the democratic party to partially abandon taxes upon con- 

sumption. As has been stated, it was asserted that taxes falling 

exclusively upon consumption were bound by their very nature 
to be unequal.* From this position it followed as a matter of 

course that a system which would impose heavy duties upon the 

so-called revenue articles would be regarded as even more 

unjust. The strong desire to relieve from taxation the articles 

of general consumption induced the democratic party, in the 

face of all its traditions, to resort to some form of internal taxa- 

tion. The income tax was adopted because it was believed that 

it would in some degree bring about justice in taxation, and by 

its imposition it was hoped to compel wealth to contribute its 

proper portion to the maintenance of the federal government.3 

In harmony with this general desire, Secretary Carlisle declared 

in his annual report that ‘when the necessities of the government 

compel it to resort to additional sources for procuring revenue, 

it is but fair that it should make its requisitions mainly upon 

those whose possessions are of such a character as to enable 

them to escape, wholly or partially, the general burdens of taxa- 

tion, rather than upon those who are already taxed substantially 

to the extent of their ability to pay.”* Not only, said he, does 

capital in the form of money, bonds and other evidences of 

debt escape national taxation, but it does not, by reason of its 

intangible and transitory nature, even bear its fair proportion of 

* Congressional Rerord, p. 2790. 

* After the Senate reimposed the taxes upon consumption which were removed by 

the House, the retention of the income tax became a greater necessity if equality in 
taxation was to be gained. 

3 Perhaps it was the desire of some members of Congress to force wealth to con- 

tribute more than its proper share The discussion of this point will, however, be 
deferred. 

4 Report of the Secretary of the Treasury, 1893, p. Ixxxiii. 
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the burdens of local taxation as compared with real estate and 

visible personal property. Mr. McMillin announced that 

‘the Committee on Ways and Means believed that the time had 

come when the American people ought to impose some of the 

burdens of taxation upon the accumulated wealth of this coun- 

try.”* And later in his speech he declared that “the committee 

believed that by the income tax many who have heretofore not 

contributed their just proportion of taxes to the support of the 

government will be required to do so.”* Said Senator Roger 
Q. Mills,3 the American people “intend that the wealth of this 

country shall contribute its just share . . . to the support of 

the government.”’4 

The supporters of the income tax did not, however, believe 

that by its passage ‘equal and exact justice’ would be estab- 

lished in national taxation. It was regarded merely as a partial 

corrective of the inequalities of tariff taxation and, as but a small 

portion of the national revenue was to be secured through its 

instrumentality, its power as a corrective was not considered as 

very far-reaching. Mr. McMillin declared the income tax was 

but a proposition ‘‘to make the wealth that is accumulated in 

this country pay some share of the expenses of the govern- 

ment.”5 “It was not attempted,” said Mr. Bryan, ‘to equalize the 

burdens, but merely to partially equalize them.”® Said Senator 

Walsh of Georgia, ‘the income tax offers to the rich the oppor- 

tunity to assume a fairer proportion of the expenses of govern- 

* Congressional Record, p. 2789. 

* Ibid., p. 2796. 

3 bid., p. 5045. 

‘Senator Peffer declared in the same strain, but with more emphasis, “‘ We propose 

to equalize taxation as far as it is possible to do so, and we propose to make the 

wealth of the country bear its just and fair proportion of the taxes of the country” 

(7840). “Natural conditions, political conditions, legislative conditions, all conspired 

to build up New England, and now,” continued the Senator, “we want New England 
to respond when we ask her for a little extra money with which to run the machinery 

of the government, and if New England does not respond we shall see whether we 

cannot compel her to do so.”—Jdid., p. 4588. 

5 [bid., p. 2789. 

6 Jbid., p. 1920. 
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My ment. Senator McLaurin of Mississippi declared that “to 

make some approach toward equality the income tax was pro- 

posed.”? Mr. Lane of Illinois maintained that ‘‘even under the 

income tax, wealth does not yet bear its fair proportion of taxa- 

tion.’’3 
Some of the more radical advocates of the income tax 

regarded it merely as an entering wedge by which wealth would 

ultimately be forced to contribute its due share to the support of 

the government. In the opinion of Mr. Kem, a populist repre- 

sentative from Nebraska, “the bill was defective principally 

because it did not raise a greater amount ofrevenue. It ought 

to raise at least $100,000,000 annually,’’* said he. Mr. Lane of 

Illinois thought that “wealth was not yet made to bear its fair 
proportion of taxation. We should have a graduated income 

tax that would yield yearly nearly $100,000,000 and not $30,- 

000,000, as is provided in the bill which we are about to pass.’’5 

The radicals were satisfied for the time being with the estab- 

lishment of a policy from which they hoped for more in the 

future. ‘The main thing,” as Mr. Breckenridge of Arkansas 

expressed it, ‘was to effect a landing of the policy.”° These 

men voted for the income tax not because it fully satisfied their 

desires but for the reason that it was the best measure that could 

be obtained at that time. 

The populists, although they gave their support to this bill, 

did not lose the opportunity of placing themselves on record as 

advocating the progressive income tax. On January 30, Mr. 

Pence announced’ that he had been authorized by the populists 

of the House (ten in number) to present a graduated income 

tax, which he would offer as an amendment to the bill presented 

by the Committee on Ways and Means. This amendment pro- 

posed to exempt all incomes below $2500 and then would impose 

rates varying from I to § per cent. While the debate upon the 

* Congressional Record, p. 6441. 5 [bid., p. 2315. 

* Jbid., p. 4682. 6 Jbid., p. 2718. 

3 /bid., p. 2315. 7 [bid., p. 4629. 

4 [bid., p. 2377. 
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income-tax section was in progress in the Senate, Mr. Peffer* 

offered an amendment which if adopted would have made the 

income tax a progressive one. His amendment would have 

placed the exemption at $1000, His lowest rate was also 1 

per cent. and his highest 5 per cent.? 
Attention has been directed thus far merely to the predomi- 

nating motive which impelled the majority in Congress to reim- 

pose the income tax. There were, however, numerous minor con- 

siderations, some of them of very great importance, which con- 

tributed not a little to its popularity, although in themselves they 

probably had little effect upon the votes. Of these lesser con- 

siderations, undoubtedly the most important was felt to be the 

elasticity which the tax would impart to the revenue system, and 

this flexibility was to be gained without the disturbance of business, 

which was emphasized as a most desirable feature. Said Mr. Hall 

of Missouri, “the flexibility of the income tax is one of the great- 
est arguments in its favor. I do not believe that any party 

. wants to see the business interests of this country haz- 

arded and the obligation of contracts impaired by changes in the 

tariff every two or four years.”3 The tax commended itself 

to Mr. Dinsmore of Arkansas for the same reason. ‘It is flex- 

ible,” said he, “easily changed from time to time in accordance 

with the necessities of the government for revenue; and these 

changes can be accomplished without affecting the business 

interests of the country.”* ‘The income tax,” said Mr. Williams 

of Mississippi, ‘‘has been the elastic feature of British taxation, 

the one thing which varies while other things, the alteration of 

which would disturb business interests, remain stationary.’’s 

‘By making our tariff laws what they should be,” reported the 

* Congressional Record, p. 7839. 

2 The progressive income tax seems to have had a peculiar fascination for Mr. 
Coffeen of Wyoming, for he not only favored its adoption but announced that the tariff 

duties ought to be reduced until every man, woman and child was forever freed from 

tariff taxes. As rapidly as this was accomplished, he would substitute a graduated 
income tax for the abandoned tariff tax.—/did., p- 2154. 

3 Jbid., p. 1885. 4 [bid., p. 2194. 

5 Ibid., p. 1913. 
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Committee on Ways and Means, “and imposing an income tax 

to raise a portion of the revenue, it will be possible to raise or 

lower this tax to meet the requirements of the treasury and avoid 

the necessity of changing the rates that affect our industries so 

frequently. Stability will help our manufacturers most. The 

taxes ought to be so placed that it will not be necessary to either 

issue bonds or change tariff rates with every fluctuation of the 

revenue.”* Said Mr. Tarsney of Missouri, ‘There is another - 

feature of this subject which I would discuss and which presents 

itself with unanswerable force. Incorporate it with your present 

revenue laws, and you have between your internal-revenue sys- 

tem and your tariff system an easily adjustable lever to preserve 

an equilibrium between the revenues and the expenditures of the 

government without injurious disturbance of the commercial or 

industrial conditions of the country.’’” 
The elasticity of the income tax, as has already been sug- 

gested, was also very intimately associated with the stability of 

the tariff, should it be reformed. In introducing the bill Mr. 

McMillin made much of this relation. It alone, he held, would 

give permanency to the reformed tariff by the introduction of 

an elastic element into the revenue system. The expenses of 

the government,} said he, are quite uniform, and they cannot be 

diminished to any great extent, however reduced the national 

revenues may be. But tariff taxes fluctuate greatly in the amount 
of revenue they yield. The government is thus confronted with a 

fairly constant expenditure which it must meet with a fluctuating 

revenue. Rates which would yield a sufficient revenue in times of 

depression would return a large surplus in times of prosperity. 

Consequently, “without the supplement of a direct tax,” argued 

Mr. McMillin, “the tariff if reformed can have no permanency. 

Each panic or stringent money market which largely reduces 

* Report of Committee on Ways and Means, 53. Congress, second session, Report 

No. 276, p. 7. 

* Congressional Record, p. 2309. For more remarks of a similar character see 

LANE, p. 2315; COFFEEN, p. 2154; GOLDZIER, p. 2438; BRECKENRIDGE, of Arkan- 

sas, p. 2718; MCMILLIN, p. 2793 

3 [bid., p. 2793. 
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receipts will require the imposition of increased tariff taxes. 

When there is no internal tax on which to build, it will be raised 

by imposing additional duties. And it may be only a question 

of time when you get back to the former tariff rates.”* That 

the firm establishment of the income tax would give stability to 

the tariff if reformed was also seen by a few other persons and 

urged as a reason for its incorporation into the revenue system,’ 

The tax was advocated for still other reasons, with the simple 

enumeration of which, however, we must be content. The 

introduction of a direct tax into the revenue system, it was 

urged, would make the people conscious of the fact that they 

were paying taxes, and this it was believed would bring about 

a closer scrutiny of the expenditures of the government and the 

acts of officers, which would result in the discouragement of 

extravagance and corruption.3 By its enactment it was hoped 

to interest the manufacturing states in enforcing economy, for 
they would pay a large portion of this tax. They would no 

longer be, as they are now, directly interested in encouraging 

extravagance, because a large expenditure would assure the con- 

tinuance of the protective tariff duties which bore lightly upon 

them, but from which they derived great profit. And, finally, 

it was claimed that it could be collected more cheaply than any 

other tax.5 
Up to this point nothing has been attempted but the presen- 

tation of the reasons which induced the democrats of the Fifty- 

third Congress to adopt the income tax as a part of the revenue 

system. This feature of the new tariff bill received from both its 
supporters and its opponents the attention which its novelty 

* Congressional Record, p. 2794. 

?On this point see also Report of Committee on Ways and Means, 53. Congress, 

second session, Report No. 276, p. 7. TARSNEY, Congressional Record, p. 2309. HALL, 

Lbid., p. 1885. 

3 WILLIAMS, /bid., p. 1912. LANE, /did., p. 2315. GOLDZIER, Jbid., p. 2434. 

4McMILLIN, /éid., p. 2794. WILLIAMS, Jéid., p. 1915. 

5 Report of Committee on Ways and Means, 53. Congress, second session, Report 

No. 276, p. 7. COFFEEN, Congressional Record, p- 2154. WILLIAMS, Jéid., p. 1915. 
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seemed to warrant. No other part of the bill received on the 

one hand such unstinted praise and on the other hand such 

wholesale condemnation; its friends were most extravagant in 

their praises and its enemies were equally lavish in their denun- 

ciations; the one party lauded it for its justice, the other 

denounced it for its injustice. It was asserted by its advocates 

that the tax more nearly approximated to justice than any other 

that could be imposed, and thus far this assumption has in no 

way been questioned. The arguments which were advanced in 

support of this contention will now be examined. Possibly it 

will be found that the tax was regarded asa just tax for some- 

what diverse reasons. And it will be interesting from a scientific 

point of view to discover what our lawmakers regarded as the 

measure of taxation. And possibly this investigation may more 

fully disclose the animus which prompted the introduction of the 

tax into the revenue system. It will be found that no less than 

a half-dozen different criteria were advanced as forming the 

proper tests according to which contributions should be made to 

the support of the government. It would hardly be an exagger- 

ation to say that some of the speakers offered this number in the 

delivery of a single speech—yes, in a single paragraph. Of the 

various theories advanced the protection theory was by long odds 

the favorite one. The prevailing idea was that as the revenues 

of government are expended in the protection of life and prop- 

erty those having the most to protect should pay the most. Mr. 

Roger Q. Mills gave this theory his support in holding that 

‘one’s proper share [of taxes] is to be determined by the 

amount that he has to be protected by the strong, organized 

power of the government.”* Senator Voorhees also favored this 

theory, as he regarded taxes as a payment “for government care 

and protection against lawlessness.”* Mr. Tarsney is also to be 

ranked among those who regarded protection as the measure of 

taxation. To completely remove all suspicion of socialistic 

motives he said: ‘The friends of this measure do not base it 

* Congressional Record, p. 5044. 

* Jbid., p. 4104. 
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upon any such theory as that the possessors of wealth should be 

taxed differently from other citizens simply because they are 

better provided with the means of meeting and supporting the 

burdens of taxation. This would be communism.’ 
Many of those who denounced the protective tariff for the 

alleged reason that it enabled the few to accumulate wealth at 

the expense of the many favored the income tax because it would 

largely fall upon the people of that section of the country which 

was thought to have reaped in a peculiar degree the benefits of 

the protective system. They may be said to have regarded 

special benefits as the basis of the taxation. Ability to pay taxes 

as constituting the proper basis of taxation found many adherents, 
but just what constituted ability was very seldom clearly stated. 

Mr. McMillin, to whom Senator Hill ascribed the authorship 

of the income-tax proposition, evidently regarded income as the 

proper test of tax-paying ability. ‘For,’ he said, “it [the income 

tax | is an effort . .. . to require each citizen to contribute to the 

government in proportion to what he has. As you have pros- 
pered so pay.”* Some few congressmen were of the opinion 

that justice in taxation could only be secured by equality of 

sacrifice. This ground was taken by Mr. Williams of Mississippi, 

who held that ‘equal sacrifice is equal taxation; unequal sacri- 

fice is unequal taxation.”3 This position was also assumed by 

Mr. Lane of Illinois, in saying “taxation under Mr. Wilson’s 

rule, and under the plainest principles of justice, should mean an 

equality of sacrifice.” ¢ 
It would naturally be expected that the leaders of the popu- 

list party (self-styled “the party of advanced ideas”) would take 

a scientific position upon this point, for they maintained that jus- 

tice in taxation could only be secured by the passage of the pro- 

gressive income tax. It will thus be interesting to discover upon 

what grounds this tax was supported by them as the most just 

tax. As Senator Peffer may be considered a good representative 

of the party, his views on the proper measure of taxation will be 

* Congressional Record, p. 2308. 3 Jbid., p. 1912. 

2 [bid., p. 2793. 4 Tbid., p. 2311. 
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presented im extenso. ‘‘The poor man,” said the Senator, “stands 

ready to protect the person and property of his rich neighbor. 

He has always done so, and he will always do so. Therefore, 

let his rich neighbor bear the heaviest part of the taxes.”* This 

quotation put in its simplest form results in the proposition that 

the rich man ought to pay the heavier taxes because his person and 

property are guarded by the poor man. This is certainly a novel 

basis of taxation. But a few pages later in the same speech the 

Senator asserted, “because you are rich... . for that very reason 

you have more property to protect, and you ought to pay more 

taxes.”* Protection by the government has now become the basis 

of taxation. ‘We, the populists,” declared Mr. Peffer, “believe 

in a graduated income tax, not simply that the man who earns a 

small income shall pay the same percentage that the rich who 

earns an enormously large income, but for reasons which I tried 

to explain yesterday we believe that every man ought to pay 

according to his ability. If the section hand, for example, has 

managed to save out of his yearly income $10, and the clerk in 

the bookstore or in the bank saves $100, the clerk ought to pay 

ten times as much tax as the section hand, because his net income, 

over and above his labor, is ten times as much.’’3 This paragraph 

is somewhat difficult of comprehension, but the Senator now 

appears to regard ability as indicated by savings as constituting 

the proper measure according to which one should contribute. 

One would, however, expect an advocate of progressive taxation 

to declare the second person able to pay more than ten times as 

much as the first. In a speech delivered at a later time the Sen- 

ator in explaining his position declared: “Those of us who favor 

the graduated system of taxation believe that persons ought to 

pay for the support of the government in proportion to their 

means, that the poor man whose income does not exceed $1000 

ought not to pay as much in proportion to his income as the man 

whose income exceeds $100,000 should pay, for the power and 

influence of a man whose income is $100,000 is a thousandfold 

* Congressional Record, p. 4576. 3/bid., p. 4585. P P 

* Jbid., p. 4588. 
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yy greater than that of the man whose income is $1000. Power 

and influence have now been advanced as forming the basis of 

the progressive income tax. The criteria according to which 

men should contribute to the support of the government as 

advanced by Senator Peffer have not yet been exhausted. He 

seemed to labor under the impression that just as he piled up the 

bases of taxation he in logic firmly established the progressive 

income tax. Still other quotations could be given advancing 

other bases, but it is thought enough have been presented to 

show that the basis of the progressive income tax as scientifi- 

cally understood was not in the mind of Senator Peffer when he 

addressed the Senate. 

Of the numerous objections raised to the passage of the 

income tax probably none was urged with greater persistence 

than the imputed socialistic character of the tax. It was fre- 

quently claimed that it was introduced by the Committee on 

Ways and Means in response to the demands of the radical ele- 

ment of the South and West, and it was viewed as a part of the 

general movement against wealth which if yielded to would ulti- 

mately mean the spoliation of the rich. Ifthe concession embod- 

ied in the income tax were granted, it would not, it was asserted, 

satisfy the radicals ——it would simply encourage them to demand 

more in the future. Several of the eastern members of Congress 

never wearied in stigmatizing the tax as a sop to socialism. The 

supporters of the tax vigorously denied these imputations and 
insisted that there was no desire to redistribute wealth, but it was 

intended and it would be insisted upon that in the future wealth 

should contribute its equitable share toward the support of the 

government. Senator Teller, in repelling the accusations of 
Senator Aldrich to the effect that the advocates of the tax favored 

the redistribution of property, said: ‘It had always been defended 

upon the ground that it was an equitable distribution of the taxes, 

and that the men who had the wealth of the country should pay 

in proportion as they call upon the government for protection 

and preservation. It has been asserted here and it has been 

* Congressional Record, p. 7839. 
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asserted elsewhere that a tax upon consumption, and con- 

sumption alone, does not properly distribute the burdens of 

taxation among the people.”* Mr. Hall thought the tax “ opposed 

to socialism, for it would remedy the evils that socialism is crying 

out against, and thus it would take the wind out of the sails of 

the socialists.”’* Some color, however, seems to be lent to the 

charge by the largeness of the exemption. An exemption of 

$4000, at first thought at least, seems indefensible. But it was 

believed that incomes of less than $4000 would, in most cases, be 

expended on articles to be consumed, and would thus pay con- 

sumption taxes. To avoid double taxation those incomes should 

not pay the income tax. Said Senator Vest, who had charge of 
the bill in the Senate: “It was assumed in the House of Repre- 

sentatives, and we adopt now the same exemption, that the con- 

sumption of a man, say with six or seven in his family, in the 

course of the year will amount to about the sum which we have 

exempted.’’3 If it had been desired to shift the burdens onto 

the rich it would be expected that the radicals would have favored 

the highest exemption, but the contrary was the case. The popu- 

lists of the House in the amendment which they offered proposed 

to exempt but $2500. Senator Peffer, in the general-revenue bill 

which he introduced, exempted but $2000,5 and in an amendment 

which he offered at a later time to the Wilson bill he reduced the 

exemption to $1000.° Senator Kyle also thought the exemption 
should be reduced to $1000.” In the Senate the exemption of 

$4000 was vigorously attacked on the ground that merely enough 
to provide the necessaries of life should be relieved from the 

operations of the tax. Senator Hill offered a different explana- 

tion of the largeness of the exemption from that advanced a 

moment ago by Senator Vest. He was of the opinion that the 

representatives of the southern states “took pains to fix the 

* Congressional Record, p. 7883. 5 Jbid., p. 4586. 

* Jbid., p. 4587. ® Joid., p. 7839. 

3 /bid., p. 8159. 7 Ibid., p. 7881. 

4 Ibid., p. 4629. 
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exemption high enough so that their states would be compelled 

to contribute little or nothing.’ 

Many representatives from the East regarded the tax as a 

blow aimed at their section of the country by the South and West, 

and the vote seems to support their claim. Senator Smith of 
New Jersey asserted that the income tax was forced upon the 

Committee on Ways and Means by the South and West.? The 

majority in the House for some reason refused to submit 

the income tax to a separate test, but insisted that the vote 

should be taken on the internal-revenue amendment to the tariff 

as awhole. Uponthis general proposal the vote by geographical 
divisions was as follows: Southern states, 108; western states, 

69; middle states, 3, and New England, 2. Thus 177 votes, 

out of a total of 182 votes in favor of the motion, were cast 

by representatives coming from the South and West.3 ‘The tax 

could not be regarded as legislation aimed at a section,” said Mr. 

Bryan, “for the rate of taxation is the same on every income 

over $4000, whether its possessor lives upon the Atlantic coast, in 

the Mississippi valley or on the Pacific slope.” “It is as general,’ 

said Mr. Tarsney, ‘as the scope and operation of its provisions. 

It operates upon a condition wherever that condition exists.” 

* Congressional Record, p. 7823. 

On June 23d, Senator Hill introduced an amendment proposing the exemp- 
tion of $1000, which was rejected by the decisive vote of 18 to 42, with 25 sen- 

ators not voting. Whereupon he offered an amendment providing for the exemption 
of $2000, which was rejected by a vote of 26 to 38, 21 members neither approving nor 

disapproving. Not yet discouraged he presented another amendment which proposed 

the exemption of $2500, which was also lost. The vote stood 25 for and 38 against, 

22 members remaining silent. As he regarded an exemption of anything less than 

$4000 an improvement he offered an amendment which would exempt $3000. This 
amendment was thrown out by a vote of 30 to 38, 17 senators refraining from voting. 

—Ibid., p. 7965-68. 

* Ibid., p. 4654. 4 Tbid., p. 1918. 

3 Jbid., p. 4654. 5 [bid., p. 2308. 

In replying to an assertion made by Senator Hill, Senator Peffer read an extract 

from the Mew York World, as follows: “Suppose New York would pay 30 per cent. of 
the total income tax. What of it? That would simply mean that New York is 

fortunate enough to have 30 per cent. of the people with incomes of $4000 and over. 

Should they be exempt because they live in New York? The income tax is based upon 

ability to pay. . . Locality has nothing to do with it.”—-Jdid, p. 4586. 
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In order that the law might be properly administered the 

officers were given power to investigate should fraud be sus- 

pected. The tax was on this account violently denounced as 

inquisitorial, un-American and un-democratic. “It does violence,” 

said Mr. Hendrix of New York, “to one of the cherished rights 

of citizenship in a free republic—the right of complete non- 

interference. ‘An income tax is objectionable because from its 

very nature it must be inquisitorial in its imposition and collec- 

tion,” said Senator Hill.2, The advocates of the tax admitted that 

it might be inquisitorial, but this they maintained was true of all 

taxes, and particularly of the tariff, internal-revenue and the 

personal-property taxes of the states. Mr. Hall held that there 

could be no greater system of espionage than that now carried on 

by the deputy marshals in the employment of the internal-revenue 

service ‘Dishonest persons,” said Mr. Tarsney, “have no 

right to complain of measures providing for the detection of 

dishonesty, and honest men will not complain of such measures.’’4 

When we were examining the bases of taxation, that of the 

corporation tax was postponed, as it was thought best to con- 

sider it by itself. It was also desired to treat the taxation of 

incomes of less than $4000 derived from corporate investments at 

the same time, because these two subjects were intimately 

connected in the debates. While the bill was under discussion 

in the House, Mr. Bryan, a member of the Committee on Ways 

and Means, stated that the committee had been led to recom- 

mend the tax upon corporations for several reasons, but that he 

would merely present two of the most important—immunity and 

special privilege.’ The liability of the stockholder, said he, 

is limited, while, as a general thing, the entire property of the 

individual is liable for his debts; corporations also enjoy certain 

privileges and franchises, some are’ given the right of eminent 

domain, while others, such as street-car companies, are given the 

right to use the streets. Corporations also occupy the time and 

* Congressional Record, p. 2606. 4 [bid., p. 2309. 

* Jbid., p. 4348. 5 Jbid., p. 1918. 

3 Jbid., p. 1886. 
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attention of the federal courts and enjoy the protection of the 

federal government, and, as they do not ordinarily pay taxes, it 

was thought justifiable to impose a light tax upon them. The 

committee, said Mr. Bryan, is not hostile to corporations, but it 

believed that they should not enjoy special privileges.’ 

The proposition to tax the entire incomes of corporations was 

warmly debated. Such taxation, it was maintained, would place 

corporations at a disadvantage as compared with individuals and 

partnerships. Senators Hill, Allison and Hoar labored hard to 

secure the total exemption of small corporations from the opera- 
tion of the law. They held that, in many cases, the income of 

the individual stockholders in the small corporations would not 

reach $4000, and that, therefore, they should not be taxed. If 

they were taxed they would be heavily handicapped in the race 

with those who were not doing business under corporate form, 

And it was also pointed out that there are many small stock- 

holders in large corporations and it would be unfair to tax them, 

as they could not deduct the amount upon which the corporation 

had advanced the tax from their total income, which could be 

done by those having large incomes, for the total income of 

members of the former class would not reach $4000. The tax 

upon the small stockholder was therefore regarded as unfair, as 

the tax affected him whether his total income reached $4000 or 

not. Senator Vest, who had charge of the income-tax sections 

in the Senate, in replying to these objections declared that 

individuals paid consumption taxes but that corporations did not, 

and that, in addition, corporations received extraordinary cor- 

porate privileges as a gift from the government.? ‘We treat the 

corporation,” continued the Senator, ‘‘as a legal entity, just as 

we treat the individual. We say to every corporation in the 
United States, ‘You pay no tariff tax as does the individual 

citizen, but you shall pay the 2 per cent. which we put upon 

* Congressional Record, p. 1918. 

?The argument that a federal tax might be imposed upon incomes from corporate 

investments was not regarded by the opposition as of much validity, as the valuable 

franchises were generally granted by state authority and not by the federal government. 
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the citizen on account of the protection given to his property.’ 
We apply the same rule to the corporation, leaving out the 

exemption, because, of course, there is no consumption by the 

corporation as there is by the individual. This is the theory of 

the bill.” 

Our income tax is not only what it purperts to be, but it is 

also a gift and inheritance tax, for gifts and inheritances are 

treated as income. The proposal to consider legacies and dona- 

tions as income and to tax them accordingly aroused the great- 

est opposition. It was asserted that inheritances were not 

properly income and should therefore not be treated_as such, 

and that a rate of 2 per cent. was too high in case the suc- 

cession were direct. Transfers of property very frequently are 

merely technical, as from man to wife; these, it was contended, 

should not be taxed at all. If technical transfers and gifts were 

not taxed, Senator Vest was of the opinion that the aim of the 

inheritance tax would be defeated, for property would be given 

away before death for the express purpose of avoiding the pay- 

ment of the tax.? Senator Hoar proposed to make the exemp- - 

tion so large that small properties might escape the tax, but to 

this Senator Vest objected, for such property was not acquired 

by the ‘sweat of the face,” but simply by virtue of relationship 

or good feeling. By the imposition of a gift and inheritance 
tax the federal government, it was urged, would encroach upon 

the domain of state taxation and would deprive the states of a 

resource upon which they were beginning to find it very neces- 

sary to draw. 

A great deal of discussion was called forth by the exemption 

from the operation of the tax of inheritances of real estate. It 

was insisted that if inheritances of personalty were to be taxed 

realty should also be taxed. Senator Vest fell back from one 

position to another, but finally took the ground that inheritances 
of land could not constitutionally be taxed except by the rule of 

apportionment. 

* Congressional Record, p. 8159. 3 Jbid., p. 7970. 

* Jbid., p. 7970. 
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In reply it was contended that Congress had the power to 

impose an inheritance tax on real estate and had done so under 

former acts and that these acts were upheld by the supreme 

court in the case of Scholey vs. Rew, the court holding that the 

succession tax imposed by the Acts of June 30and July 13, 1866, 

on every devolution of the title of any real estate was not a 

direct tax within the contemplation of the constitution but an 

impost or excise. It is therefore rather hard to understand 

why Senator Vest should have opposed the inclusion of real 

estate. 

A reading of the debates must convince one that but little 

progress has been made during the last thirty years by our leg- 

islators in the science of taxation. The Act of 1894 is but a 

slavish imitation of the income-tax acts of the war period, par- 

ticularly that of the year 1867. The imperfections and crudities 

of the earlier acts are repeated in the new act. No distinction 

is made between incomes derived from personal exertion and 

those coming from invested wealth, and gifts and inheritances 

are treated precisely as income. But these imperfections pale 

into insignificance in comparison with the faulty method of 

assessment which was adopted. The principle of self-assess- 

ment is again relied upon, which of course opens wide the doors 

to fraud and evasion. These faults, far-reaching in their nature, 

and numerous others of lesser importance have been used by 

the opponents of the tax to discredit the taxation of incomes 

in general, and have pfobably been employed so effectively that 

the experiment will not be tried again for some years to come. 

GEORGE TUNELL. 
UNIVERSITY OF CHICAGO. 



MONETARY STANDARDS. 

THE purpose of this paper is to examine some of the argu- 

ments advanced in an article on ‘Monetary Standards” by Mr. 

John Cummings in the JouRNAL for June 1894. The article is of 

itself well worthy of a reply, and representing as it does the 
views of a widely recognized school of economic writers, it is 

rendered still more worthy of attention. 

The first five pages are taken up with a discussion as to the 

power which fixes the standard of deferred payments, and the 

conclusion is reached that ‘the selection of the standard is the 

voluntary action of the parties to each contract,” that “ govern- 

ments not only do not but cannot determine the standard of 

deferred payments,” and that when they appear to do so in that 

they define the meaning of the “dollar” in contracts they really 

fix the standard only in the sense that governments “make the 

wills of persons dying intestate.” Without discussing this ques- 

tion at all in detail it may be well to ask, Is there not on the 

part of many parties to contracts absolutely no thought and often 

complete ignorance as to what the standard is, except the under- 

standing that the obligation calls for so many dollars? If this is 

so, does not a government have within certain limits a very con- 

siderable power to fix the standard by which the ordinary daily 

business of the country shall be transacted? And is it not the 

tendency of all contracts, without very weighty reasons to the 

contrary, to be drawn in the medium of common business life? 

The author in considering the probable effects of legislation 
makes no distinction between the enactments of a single govern- 

ment and the joint action of several governments working 

together. Yet in view of the fact that monetary questions are 

now to so great an extent international as well as national this 

distinction clearly ought to be made. 

The author next discusses the question, What constitutes a 

just monetary standard? It is not the purpose of this reply to 
338 
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set up any ideal standard and claim for it complete justice. In 

fact it seems likely that no standard is possible which will not 

work hardship to a certain number of individuals, and hence that 

an absolutely just standard is impossible except in the sense that 

one may be adopted which will involve the least of possible evils. 

An attempt will be made to show (1) that the reasoning used to 

establish the justice of what is called a “fixed standard” con- 

tains fatal flaws, and (2) that the arguments put forward to prove 
the present gold supply adequate for monetary purposes are 
lacking in conclusiveness. 

It will be best to state by way of explanation that the quan- 

titative theory of money is here regarded as correct in its essen- 

tial features. This theory is certainly not true in the exagger- 

ated and mathematical form in which it has been stated by many 

of its opponents and by some of its friends. Dividing the 
amount of money by a certain number may not divide prices by 

exactly the same number, and an increase of standard money 

doubtless has a very different degree of influence from that of a 

like increase in substitutes for the standard. The quantitative 

theory must not be expected to explain directly all changes in 

the general level of prices, for very important oscillations in 

prices are caused by the wave-like movements of industrial pros- 
perity and depression. With these qualifications, it is maintained 
that the quantity of money available for use does in the long 

run decidedly influence prices. There must be a relation between 

the money function —the demand—and the quantity of money 

—the supply—just as there is a relation between demand and 

supply in the case of all other things that have commercial value. 

If this were not true it would be impossible to have an auto- 
matic distribution of money between different countries, a process 

which is known to exist in fact as well as in theory. A certain 

minimum of standard money is required to serve as a basis for 

the superstructure of credit, and though it may be comparatively 

small, its function is just as important as that of the keystone of 

an arch. 

Let us now examine the arguments by which the writer 
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attempts to show that the borrower does not lose by the exist- 

ence of a “fixed standard.” This is a standard which does not 

vary to prevent a fall in prices caused by a decrease in the cost 

of production. It may vary of course to prevent a fall of prices, 

when there is an increased monetary demand made upon the 

standard, as by an increase of population or the volume of trade. 

The expression “cost of production” is one of the most ambig- 

uous and unsatisfactory phrases employed in economic discus- 

sion; but it may be inferred from the illustrations used that the 

writer means by a decrease in cost the saving caused by “ dis- 

coveries and improvements.” It is assumed by the writer that a’ 

considerable fall in general prices is caused by this decrease. Is | 

this so? We must distinguish carefully between the effect upon | 

prices directly and legitimately ascribable to decreased cost, and / 

those indirect effects which are really caused by an increase in, 

the monetary demand. An example will make this clearer.) 

Suppose that through “discoveries and improvements” the cost! 

of making clothing has been reduced fifty per cent. The only) 

effect upon the prices of commodities which can be legitimately | 

attributed to this cause is the lowering in the general average 

brought about by introducing a lower price of clothing. But! 

besides this there is usually a very great indirect lowering of 

prices caused by the increase in the amount of clothing or other 

commodities to be exchanged. This effect produced by the 

multiplication of commodities is just as truly the result of an 

increased monetary demand, if it be occasioned by a decreased 

cost of production, as it would be if caused by an increase of 

population. Hence the “fixed standard” proposed would have 

to vary to prevent this fall in prices. Suppose as before that 

the cost of making clothing is reduced fifty per cent., but that 

no greater amount of clothing or other commodities is made in 

consequence, Will the full effect of the lower price of clothing 

be felt in the average price of commodities? Most certainly it 

will not. To make this plain let us suppose at first that money 
is used only for the exchange of commodities. In this case the 
general scale of prices could not be materially changed. Fifty 
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per cent. of the money formerly required by the clothing trade 

would now be released and would increase the supply of money 

available for the exchange of other commodities, thus increasing 

their prices and probably reacting on the price of clothing. The 

total amount of commodities to be exchanged would remain the 

same as before, that is, the money demand would be the same; 

and the same amount of money would be available for the 

exchange of commodities, that is, the supply would be the same ; 

and average prices could not be greatly if any different. But 

the exhange of commodities is not the only use to which money’ 

is put. It is used in the payment of wages and salaries and for 

other minor purposes, With this change of hypothesis what 
will now happen? One-half the money formerly employed in 

the clothing trade, but now released from that use, will go to 

increase the supply to be used not alone for the exchange of 

other commodities, but for the performance of all other functions 

that may belong to money. It is presumable that this extra 

supply will be distributed somewhat in proportion to the impor- 
tance of these various functions. Since the whole of this supply 

does not go to the service of commodities, it is evident that the 

average price of commodities including clothing must fall some- 

what; but it is also evident that the full effect of the lower price 

of clothing will not be seen in these average prices. To what 

extent general prices will fall will depend upon the extent to 

which the released supply of money flows to other uses than 

that of the exchange of commodities, and it is possible that a | 

small portion of metallic money may thus be transferred from ' 

monetary to industrial uses. But it may be well to suggest that 

the exchange of commodities is by far the greatest use to which 
money is put, and would naturally take a large share of this 

supply. It therefore seems reasonable to doubt whether the 

direct lowering of average prices by a decrease in the cost o* 

production is very great. But in so far as this direct result is 

small, the distinction made by the author between his “ fixed” 

and “declining” standards becomes proportionately of little 
practical value. The great decline in prices then which our| 
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author attributes directly to a reduction in costs, finds a more 

adequate and reasonable explanation in the increased monetary 

demand indirectly created by that reduction. But we are by no 

means obliged to attribute the whole actual decline to either or both 

of these causes, for a considerable decline might have occurred in 

the last two decades, if the cost of production had not decreased. 

But even if we grant the premise that the decline of prices is 

due to a lower cost of production, what shall we say to the fol- 

lowing argument? A manufacturer is supposed to borrow $100,- 

000 for fifty years to invest in a factory, and prices decline at the 

rate of one per cent. a year so that the $100,000 will buy at 

the end of the period twice the amount of commodities that it 

would at the beginning. The author’s conclusion is that the 

borrower in being obliged to repay the $100,000, even though 

he will practically repay twice as many commodities as he 

received, will suffer no inconvenience, for in the mean time the 

productive power of his capital and the labor employed with it 

will have doubled. In this argument we find this remarkable 

statement : “At the end of the period the capital borrowed rep- 

resents a productive power twice as great as it represented at the 

beginning of the period, just as the $100,000, if it had not been 

invested but hid away in a napkin, would represent double the 

purchasing power at the end of the period.” Could any analogy 

be more unfortunate than that which compares this investment 

with the napkin affair? What really happens when a manu- 

facturer borrows $100,000 to invest in a factory, excluding, as 

the author’s reasoning necessarily does, the case of the man 

whose machines or processes are protected by patents or other 

means of monopoly? The $100,000 is immediately changed into 

the form of a factory with machines and raw materials, that is, 

into the form of commodities. Now by hypothesis the general 

scale of prices falls one per cent. a year. Why should not the 

commodities purchased with the borrowed capital fall in value 

as much as other commodities? In the general case supposed 

there is no possible reason why they should not. So what is to 

prevent a man’s capital into which he puts $100,000 from con- 
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stantly dwindling until at the end of fifty years it will amount to 

only one-half of that sum? ‘In this case how can the borrower 

repay $100,000 without feeling inconvenience? Unless it can 

be shown that the rate per cent. of return to capital increases in 

a remarkable manner as prices decline, there can be no answer 

to the question; and it is not very likely that this will be 

attempted either from a historical or from a theoretical stand- 

point. It is not here asserted that in order to avoid loss the 

borrower must repay only $50,000. That may or may not be so. 

But it is maintained that under the conditions cited he could 

not repay $100,000 without suffering serious inconvenience. The 

manufacturer’s capital is not only invested in commodities which 

are liable to a decline in value, but much of it is in the form of 

machinery and appliances which are peculiarly liable to depre- 

ciation in value as the result of ‘discoveries and improvements.” 

In fact a machine today worth hundreds of dollars may within a 

week be reduced to its value as old iron by the introduction of a 

new invention. The building used for the factory may be ren- 

dered almost valueless for future use by the introduction of a 

new process which requires more room or a building of a different 

shape. Has the author taken these facts into consideration? 

Moreover the item of interest must not be forgotten. . Our man- 

ufacturer during the fifty years is still paying interest at the old 

rate on $100,000, although the average amount of capital of 

which he enjoys the use during that period is probably not far 

from $75,000. Most if not all of these considerations would 

apply equally well to the man who has borrowed capital to put 

into agriculture. What comfort is it to the farmer to knew that 

he can produce a bushel of wheat with half the labor formerly 

required, if a reduction of 50 per cent. in the price of wheat has 

annihilated one-half the original value of his farm and he is still 

paying interest on debts contracted under a régime of much 

higher prices? 

Leaving other conditions the same, our author now varies the 

example by supposing the existence of a ‘“‘monetary system which 

fluctuates with commodities,” so that although the costs of pro- 
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duction have been reduced one-half the $100,000 will buy at the 

end of the period only the same amount of commodities as at the 

beginning. His reasoning is as follows. “It appears that what 

for convenience may be called the unearned increment of capital 

remains with the borrower. During the fifty years the produc- 

tiveness of the capital borrowed has doubled, and since prices 

have not fallen, the money value of the product and consequently 

of the capital has doubled. Therefore the borrower can pay 

back his whole debt with half his capital, keeping the other half 

or the unearned increment himself.” Is this reasoning valid? It 

is stated that the average prices of commodities do not change. 

The manufacturer’s $100,000 is invested wholly or chiefly in 

commodities. Why should the value of these commodities rise 

any more than the value of other commodities? Excluding 

patents and other monopolies as we must, we shall search in 

vain for an answer. How then can the manufacturer repay his 

loan and have half his capital left? By what magic does the 

$100,000 become $200,000? Will it be attempted to show that 

the extra rate of profit on the capital would be sufficient to 

produce this result? 

Let us now see briefly how what is here called the unearned 

increment of capital is really distributed. The result of discov- 

eries and inventions is without doubt an increased industrial 

product, which, so far as it is not taken by monopolies, is divided 

among entrepreneurs, laborers, land owners and capitalists 

according to certain laws of distribution which it is unnecessary 

to discuss here. Not only is there no reason why the capitalist 

should have the whole increment, but it is difficult to see why 

we should interfere at all with the laws of distribution in his 

favor. Indeed it may well be asked whether the increase of 

product is not as a rule due to the efforts of the producing 

classes in their capacity as producers, and not to any effort of 

the creditor classes in their capacity as creditors. Would not 

the producing classes then have in equity a prior claim to the 

increase? When the question is viewed in its social aspect, this 

argument acquires much greater force. Certainly we ought not 
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to go out of our way to increase the present inequality in the 

distribution of wealth. 

The author next turns his attention to the effect of falling 

prices upon wages and the welfare of laborers. He concludes 

that a general decline in the prices of commodities will benefit 

laborers, for “‘when prices fall, real wages rise, because money 

wages are not reduced.” 

This argument might be extended in its scope. Why could 

we not go further and say,: ‘‘When prices fall, money interest, 

money rents and money profits are not reduced; therefore real 

interest, real rents and real profits rise, and the capitalist, land- 

owning and rent-receiving classes are thereby benefited?” We 

could then imagine each class struggling to lower prices and 

expecting to be benefited in distribution at the expense of its 

fellow classes. It goes without saying that if any individual or 

class can have the cost.of living reduced without a reduction of 

income, the result will be a gain. The only thing new in the 

above quoted statement is that ‘when prices fall money wages are 

not reduced,” and for this little proof is given. There is of course 

some inertia in the case of wages as there is in the case of most 

other things economic and human; but it is hard to believe 

that the author really means what his statement seems to imply. 

Money wages have not only in many cases been reduced, but in 

some instances they have been annihilated. Laborers have 

undoubtedly been benefited by a fall in special prices, when that 

fall has affected the commodities which laborers consume most 

extensively ; but the statement that a fall in general prices favors 

the laborer may be disproved in theory as well as discredited by 

an appeal to history. Discarding for present purposes the 

results of changes in the laboring classes themselves, we may 

say that the most effective way to raise real or money wages is 

to increase the demand for labor, and this cannot be done unless 

the conditions for entering upon business enterprises are kept 
favorable and general prosperity is thus secured. Unless entre- 

preneurs engage in business, wages will not be paid at all. Now 

there are few things that so effectually kill the spirit of enterprise 

’ 

ee aee, eae 

ee ee oe 

; 

Be 



346 JOURNAL OF POLITICAL ECONOMY. 

and make capitalists timid about investing as a régime of 

constantly falling prices. Our author avoids the question when 

he says: “It is absurd to suppose that there is any given level 

of prices at which alone capital can obtain its permanent and 

usual profit.” It is absurd, but that is not the point of con- 

troversy. It is the process of change from a high to a low 

level that does the mischief. The statement that a constantly 

falling market is unfavorable to business enterprise has been so 
well attested by experience and so ably supported in theory by 

numerous writers that it is unnecessary to spend more time upon 

it. Now what must be the effect upon laborers, even though 

customary daily wages should not be reduced quite so fast as 

prices fall? Many of them must lose employment entirely, 

many must work for a reduced portion of time, and those for- 

tunate enough to retain employment must at least partially sup- 

port those in idleness. Under these circumstances it is more 

than probable that in spite of some inertia in daily money wages, 

yearly wages will be actually reduced, and it is the annual 

income which is of real importance. 

In the remaining portion of the article we find a discussion of 

‘cheap money” and ‘the appreciation of gold.” Three propo- 

sitions are examined: (1) one for an extensive issue of paper 

money by the government, (2) one for the free coinage of silver, 

and (3) one for the coinage of silver at a ratio to gold higher 

than the market ratio. There is found underlying each of 

these propositions the idea “that money ought to be cheaper or 

that prices ought not to fall.” Space would not permit a defense 

of any of these propositions, even if it should seem desirable, 

but a few questions may be allowed. Why do monometallists 

pay so much attention to propositions tending toward cheaper 

money, while few of them exhibit the slightest concern when it 

is proposed to make money dearer, and many of them are 

doing their utmost to make it appear that it is impossible for 

money to become dearer? Is it less objectionable to cause the 

scale-beam to incline upward than to make it drop downward ? 

The conclusion is reached by the author that gold has not 
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appreciated either through an increased monetary demand made 

upon it or because of a change in the annual output. What 

reasons are given for this opinion? With a commendable apol- 

ogy, that time-honored friend of the monometallist, ‘decreased 

cost of production,” is brought forward. Many readers will be 

inclined to agree with the author that this is becoming a little 

tiresome, not only from mere “repetition,” but from an essential 

lack of validity. We have seen good reasons for thinking that 

the lowering of prices produced by this cause is comparatively 
slight, and have found no reason for believing that this slight 

result is beneficial to industry. Moreover, people have long been 

wondering why this cause should have acquired such a new and 

remarkable vigor about the year 1873. Were there no “ improve- 

ments and discoveries” before that date quite or nearly as great 

as those made since? 

As a proof that the monetary demand upon gold has not 

greatly increased of recent years, we are given an instructive 

talk upon the expansion of credit and the small amount of gold 

at present used in commercial transactions compared with the 

total sum of the media of exchange. With many of the state- 

ments made no one will disagree; but do they prove what the 

author desires to establish? Was there any providential arrange- 

ment by which the economies in the use of gold increased in the 

years following 1873 just in time to balance the increased 

demand caused by European nations and the United States chang- 

ing to the gold standard? And have we any assurance that this 

arrangement is still in force and will be kept up in spite of a great 

increase in population and trade and the possible if not prob- 

able change of still other nations to the gold standard? _Is 

there any reason for supposing that any sharp turn in the methods 

for economizing gold took place in 1873? Or does the author 

think that the amount of gold has little or nothing to do with 

prices? In view of the confusing and ambiguous statements 

often made, it may be well to suggest that some of our mono- 

metallist friends tell us plainly what they really mean on this 

matter. Would or would not the discovery of another California 

have any effect upon prices? And if India, China, Japan and 
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Mexico should change to the gold basis, do you think that the 

‘expansion of credit’’ would prevent an increase in the mone- 

tary demand upon gold? 

As a further proof that more gold is not wanted as money, 

the author says: “The consumption of gold in the arts almost 

equals the annual product....the consumption of gold in the 

arts, perhaps more than of any other commodity, is a matter of 

choice, and the amount consumed may vary indefinitely. If 

there were need for more gold currency, a portion at least of the 

new product would be sent to the mints for coinage.” This is a 

valuable contribution upon the subject. We must straightway 

give notice to the industrial users of gold that we wish more of 

that metal as money and adjure them to cease their destructive 

inroads upon the annual product. But has it never been explained 

that the demand for gold ornaments sometimes increases with 

the money value of that metal? Aside from this, the industrial 

and monetary demands simply compete with each other. The 

one that bids the higher will get the gold. Now the fact that 

most of the gold goes to satisfy the industrial demand certainly 

does not show that the monetary demand is decreasing. It only 

shows that the industrial demand has been increasing faster than 

the monetary demand. The fact that one horse is winning ina 

race does not by any means prove that the second horse is not 

making good time. 

As a last resort we are assured that the annual output of gold 

is actually increasing. Granted that it is and that it will con- 

tinue to do so, what does it profit usif it does not increase fast 

enough? Under certain conditions you may apply an additional 

stream of water to a burning house every five minutes and yet 

not save the house. We shall await with interest any new 

reasons that may be offered to prove that the supply of gold is 

and always will be adequate to the demands made upon it; but, 

in view of the insufficiency of the reasons given by so acute and 

careful a writer as Mr. Cummings, may we not conclude that 

good reasons are not to be had in abundance? 

Jesse Francis Orton. 
CORNELL UNIVERSITY. 



NOTES. 

THE University of Chicago announces the American Journal of 

Sociology to be issued six times a year, beginning July 1895. The 

new journal is edited by the Faculty of Sociology and Anthro- 

pology in the University. 

THE University also announces for publication at an early date Zhe 

History of the Union Pacific Railway, by Henry Kirke White ; being the 

second number of the series of Economic Studies. 

Ir is due to the public as well as to the author of the paper on “The 

Quantity of Money and Prices” in the JouRNAL for March 1895 to say 

that the author of the paper is not “ Mr.” S. McLean Hardy, as given 

by the New York Zvening Post in its editorial of May 7, and by various 

daily papers elsewhere, nor “Professor” S. McLean Hardy, as given by 

the (New York) Banker's Magazine in its reprint of the paper in its 

current issue, but Miss Sarah McLean Hardy, Fellow in Political 

Economy in the University of Chicago and Instructor-elect in Political 

Economy in Wellesley College. 

THE subjoined diagrams and table of prices are reprinted, by per- 

mission, from a paper by Mr. Robert Moore.* They are intended by 

their author to enforce the following conclusions, arrived at by him as 

the result of a somewhat detailed investigation of the subject : 

1. The decline in the prices of wheat and cotton, which has been in prog- 

ress since 1873, began before that time from causes wholly independent of 
the subsequent decline in silver, and is fully accounted for by the conditions 

of supply in the world’s market, by which the prices of these products are 
now governed. 

*“ Farm Products, Wages and Silver: A Statement of Facts.” (Presented to the 

Commercial Club of St. Louis, April 20, 1895.) St. Louis, Mo., 1895. 
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2. The free coinage of silver by the United States at the ratio of 16 to 1 

would have no tendency to relieve these conditions of the world’s market in 

any degree whatever, but would add to the business a new element of risk 

and expense to be borne by the American Farmer. 

3. The prices of corn, oats and pork, which are consumed almost wholly 

at home, have remained as high or higher than they were in 1873 and, so far 

as they go, point to a decline, rather than a rise, in the value of gold. 

4. Since 1873 the wages of labor, measured in gold, have increased, 

whilst the prices of what the laborer buys have declined, and any lower- 

ing of the dollar below its present value, such as would follow from the pro- 

posed unlimited coinage of silver, would to the full extent of the depreciation 
reduce the purchasing power of his earnings. 

The most striking as well as most significant of the lines shown in 

these diagrams is that for wages, which is based on a very broad average 

drawn from the most authoritative source in existence—the Finance 

Committee’s Report on Wholesale Pricesand Wages. With respect to the 

other prices shown, it is to be remarked by way of caution that the 

figures given for wheat, corn, and oats, being “Farm Prices” of the 

Department of Agriculture, are prices for selected dates (on or near 

December first of each year) and not annual averages, and that they 

are virtually, if not always avowedly, without regard to the grade of the 

article quoted. The lines for these three articles are therefore not as 

readily or conclusively to be compared with the lines which represent 

annual averages (silver, wages, mess pork, and cotton) as might 

otherwise be the case. Also, as regards the prices shown in the 

second of the diagrams, the choice of the price for 1873 as a base 

line is not altogether fortunate, as the market price of corn, oats, and 

pork may be said to have been abnormally low in that year— lower 

than the average of a series of years before or after that date. 

The result being that, except for the precise point to which Mr. Moore 

directs his argument, viz., the course of prices for these products in 

1894 as compared with 1873 (when silver was “demonetized’”’), the 

lines of the diagram are scarcely conclusive. If an average of several 

years had been chosen as a base line instead of the single year 1873, 

the relative price of corn, oats, and pork in 1894 as compared with 

earlier years would have been perceptibly, though not widely, different 

from what is shown in the diagram. 
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PRICES OF WHEAT, COTTON, WAGES, AND SILVER. 

(PRICES FOR 1873=100.) 
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THE OPERATION OF BIMETALLISM IN FRANCE. 

THERE are, from a legislative point of view, two main divisions of 

the monetary history of France during the present century. The first 

covers the period from the passage of the law of 1803 to the limita- 

tion of the coinage of silver in 1873 and the final abrogation, in 1876, 

of the right of free coinage. The second extends from 1876 to the 

present time. During the period 1803-1876 there were two clearly 

marked epochs. Of these the first lasted from 1803 to 1848; the 

second from 1848 to 1873. The first was a period of silver circula- 

tion, the second of gold. The transition from the first to the second 

period was due directly to the new gold which was enabled to effect 

an entrance into the circulation through the operation of the law 

of 1803. 

This act is frequently referred to as a bimetallic act. The justice 

of such an attitude toward it will not here be discussed.‘ Whatever 

the intent of the framers of the law may have been, there can be no 

doubt that under it France was provided from 1803-1848 with a 

circulation almost exclusively of silver, while during the early part of 

the succeeding epoch (1848-1859) the proportions of gold and silver 

in circulation were almost exactly reversed. 

It is with regard to the change in the circulation which occurred 

from 1848 to 1858 that it is now proposed, by way of orientation, to 

furnish a few facts. 

The ratio of 15%:1 established by the law of 1803 was, at the 

time of the passage of the law, almost in accord with the facts of the 

relative market value of the two methods. From 1801-1804 (inclusive) 

the ratio was constantly below 1:15%, from 1805-1813 it was nearly 

always above that figure and from 1814-1819 it was again continually 

below. After 1820 the ratio rose above 1:15% and continued to 

remain so, up to the time of the gold discoveries.’ 

This rise of gold with respect to silver may be traced to three 

* On this point the collection of French documents dating from 1785-1803, made 

by Mr. Horton and reprinted in the /uternational Monetary Conference Report of 

1876, pp. 241-327, may be consulted. 

*LAUGHLIN, History of Bimetallism in the United States. Appendix II. pp. 

222-223. 
356 
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principal changes in the demand for the yellow metal (its production 

remaining uniform during the period 1800-1848). These changes 

were: 

(1) The adoption of the gold standard by England (1816). 

(2) The action of Holland in raising the ratio to 1:15.873 (1816). 

(3) The action of the United States in raising the ratio to 1:16 

(1834). 
Owing to the fact that in consequence of these demands gold was 

more valuable in the market than at the mint it was impossible that 

gold should circulate in France by the side of silver until the ratio 

should change. This did not occur until 1849, when the changes in 

the other (the supply) side of the equation reduced the value of gold 

as compared with silver to a point below 15%4:1; for during the 

whole period 1803-1848 the law of 1803 continued in practically 

unimpeded operation." 

It naturally resulted from the undervaluation of gold by France, 

that it was hoarded or exported in considerable quantities, while on 

the other hand large amounts of silver flowed in to take its place. 

The following table displays the effect of the law of 1803 in driving 

out gold up to 1848, and after that date in driving out silver: 

* The period from 1803-1860 includes no epoch-making monetary act. The more 

important monetary laws of the period are those of : 

7 Germinal An XI, Bulletin des Lois, third series, vol. viii. No. 265, p. 43. 
28 Germinal An XI, Registres des déliberations du Gouvernement de la Republique 

28 Germinal An XI, 
11 May 1807, Bulletin des Lois, fourth series, vol. vi. No. 246, p. 136. 
18 Aug. 1810, fourth ” “ xxx. No. 308, p. 145. 
14 June 1829, ay « ©“ dG@ghth - “ x. No. 295, p. 377. 
28 March 1830, “« “ eighth $i “ xii. No. 346, p. 195. 
17 Aug. 1830, 6 . * oe _ “ 4. Te 2 oh 
8 Nov. 1830, - > » ae “3 * ££ Fi She. 39s. 

25 Feb. 1835, 7 — ) e - “ x. No. 354,p. 107. 
10 July 1845, ” 2 2a ie “  xxxi. No. 1218, p. 33. 
3 May 1848, ss so * week - - No. 34,p. 366. 
3 May 1848, ia os ©*¢ wat = = +S No. 34, p-. 370. 

22 May 1849, - + * 2 - “ iii, No. 168, p. 551. 
31 July 1850, - =e *. oe " “ vi. No. 304, p. 367. 
30 April 1852, 504 . * ae - “ ix. No. 531, p. 1281. 
6 May 1852, “a “« « — tenth 4 “ ix. No. 529, p. 1253. 
I2Jan. 1854, ie  * devs “ “ iii, No. 125,p. 46. 
22 March 1854, - “« “ eleventh “ “ iii, No. 150, p. 688. 
15 July 1854, ” “ « eee 6° “ xiv. No. 202, p. 117. 
12 Dec. 1854, ” “« “ eleventh “ “iv. No. 247, p. 996. 
7 April 1855, " “« “ eleventh “ “ vy. No. 291, p. 805. 

12 March 1856, ” . * oe. * “ vii. No. 370, p. 331. 
31 Jan. 1857, * « “ eleventh “ “ ix. No. 469, p. 147. 
19 Feb. 1859, ni oe a “xiii. No. 667, p. 192. 
18 July 1860, - “« © eleventh “ “ xvi. No. 82,p. 18. 
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Thus, so far as the figures for the period 1803-1836 are complete, 

it is seen that the exports of gold were almost constantly in excess of 

the imports. Up to 1837 exports of gold amounted to 410 million 

francs and imports to 396, while silver imports were 1450 millions and 

silver exports 418 millions, leaving a net import of 1032 millions of 

francs in silver and a net export of 14 millions in gold. 

There is, furthermore, reason to believe that the exports of gold 

consisted chiefly of coin, while the imports of gold were largely of bul- 

lion. At all events, by 1848 the gold coin of France (estimated by 

Gaudin in 1803 at one-third the total coin circulation of France) had 

almost wholly disappeared.’ 

* Important testimony on this point is yielded by the Enguéte sur la Question Mon- 

étaire (Conseil Superieur du Commerce, de l’Agriculture et de |’Industrie). 

“In 1808,” says the Enguéte, “the metallic circulation of France was valued at 800 

millions of gold and about two milliards of silver,” .... but everyone admits that zx 

1838 .... the whole of the French circulation did not include more than 200 millions 

of gold, or scarcely § per cent. out of a total circulation of four milliards.”—Vol i. p. 

562. 

Thus in 1838 not over 200 million francs of gold were in circulation. In 1848, 

however, the movement had reached a considerably more developed stage. The 

Enquéte says: “Since the law of Germinal, Ant XI., France has had no gold mone- 

tary circulation during the period before 1850. Up to that time silver was our sole 

monetary circulation, but after the gold discoveries of California and Australia gold 

took the place of silver in the general monetary circulation of the country.”—Vol. ii. 

p- 396. 

A more precise statement is furnished by the Rapport de la Commission Chargée 

d’ Etudier la Question de [Etalon Monétaire (Ministtre des Finances)” which 

reported in 1869: “According to the report of Gaudin dated 26 Brumaire An XI, 

France at that time had one-third of its coin circulation in gold. In 1848 almost all 

of this gold had disappeared. Out of 53 millions then possessed by the Bank only 

one million was in gold. This metal had disappeared because from 1808-1848 it had 

enjoyed a premium which reached, at times, 1.50 per cent.” (p. 32.) 

The “Enquéte of 1858,” established for the purpose of studying the monetary ques- 

tion, affords the following testimony (Documents Relatifs a la Question Monétaire, p. 8., 

Ministére des Finances): “ People were not slow to perceive that the law of the year 

XI had attributed to gold a nominal value inferior to its commercial value; gold 

reached a premium, was sought in the market, and became quite rare in the circulation. 

In 1838 MM. Dumas and de Colmont expressed the opinion that the relation of gold 

to silver was in fact 1 : 15.75.” 

If more testimony is desired the reader may consult the six large volumes (now 

quite scarce) entitled Exguéte sur... . la Circulation Monétaire et Fiduciare, as follows: 

Vol. ii. p. 356, vol. iv. p. 218, vol. iv. p. 232, vol. iv. p. 372, vol. iv. p. 391, vol. iv. 

p- 397, vol. iv. p. 467, vol. iv. p. 561, vol. iv. p. 693, vol. iv. p. 924, vol. ii. p. 590, vol. 

iv. pp. 429, 430, 457, 546, 694, 708, 947, 964, 486, 487, 709. 
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Many other facts attest the accuracy of this statement. During the 

period 1803-1848 comparatively little gold was coined. The following 

is a summary of the French coinage of gold and silver, 1795-1847: 

Gold . - - - 1,186,189,220 francs. 

Silver- - - - 3,990,675,971  “* 

Total - - - - 5,176,865,192 “ 

Thus the annual average coinage is: 

Gold - . - - 22,811,331 francs. 

Silver - - - - - 76,743,768 “ 

During the eighteen years ending 1848 the average is: 

Gold - - - . 11,995,155 francs. 

Silver - - - - - 97.437,400 “ 

“The quantity of money augmented but gold was scarce.”’* 

From 1795 to 1848 gold formed 22.9 per cent. of the coinage, silver 

77.1 percent. From 1830-1848 silver was 89.1 per cent. and gold 

10.9 per cent.’ 

With the advent of the new gold the aspect of things was com- 

pletely changed. The coinage for the next eight years was as follows: 

Gold Silver Total 

CO EEE APT LT eee 39,697,740 119,731,095 159,428,835 
MM cae tccenedhceteceuerd -cenawes 27,109,560 206,548,663 233,658,223 
Sock dsckae-ssaees coneeseerashes 85,192,390 86,458,485 171,650,875 
Es cscs ccden dies daweeadueemed ee 269,709,570 59,327,308 329,036,878 
OCTET OT Te ETT TT 27,028,270 71,918,445 98,946,715 
OTTER CL PEE POLO OS ee 312,964,020 20,099,488 383,063,508 
id diicdsrtsweesusssaeedaesen 526,528,200 2,123,887 528,652,087 
Pinkcatsdavsessandccnanaeudennas 447,427,820 25,500,305 472,928,125 
MR acaares vacssapecdseenesenbees 508,281,995 54,422,214 562,704,209 
RN ian dined caceveea adarcaewuneeee 572,561,225 3,809,611 576,370,836 
Re Skin 0k Samapalaepinaeien acne idcniae 488,689,635 8,663,568 497,353,203 
Sida 344045000004 need eaeeeenan 702,697,790 8,401,813 711,099,603 

WEE patna nicest ab ecaneueetes 4,007,888,215 667,004,885 | 4,674,893,100 

This affords a striking contrast with the preceding period. The 

annual average up to 1857 was 249,325,507 francs gold and 71,781,099 

francs silver, or 77.6 per cent. gold and 22.4 per cent. silver. Never 

since 1795 had less silver been coined than in 1854. 

The table of exports and imports given above tells the same story. 

After 1852 the import of gold rose suddenly from 16 million francs to 

* LEVASSEUR, Za Question de l’ Or, p. 105. 2 Tbid. 3 Lbid. 
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290 millions in 1854, to 416 millions and finally in 1857 to 448 mil- 

lions. From 1853-1857 France gained 1745 millions of gold. 

The movement of silver was of course exactly the reverse. Upto 1852 

it came in considerable quantities. In that year, however, the reaction 

set in. The excess of exportation for the year was 2.50 millions. In 

1853 it was 116; in 1854, 164; in 1855, 197; in 1856, 284; in 1857, 

362 millions. During the last five years, France lost 1126 millions 

of silver, an annual average of 225 millions. 

Thus the law of 1803 did not secure a “ concurrent circulation”. It 

furnished a circulation composed of the metal cheapest with reference 

to the ratio of 15%4:1. From 1803-1848 this metal happened to be 

silver ; from 1848-1858 it happened to be gold. The transition from 

a silver toa gold medium of exchange was gladly welcomed by the 

French people who found the latter metal better suited than silver to 

the needs of their expanding commerce. “ Despite the very profound 

change which had come about in the metallic circulation in conse- 

quence of the inflow of gold and the departure of silver, the public in 

general and commerce in especial did not manifest either anxiety for 

the present or apprehension for the future. They did not appear to 

suffer for they did not demand any remedy.” * 

H. PaRKER WILLIs. 

A SCARCITY OF GOLD? 

In a recent number of the journal of the Austrian economists 

appears an article from the Dutch of N. G. Pierson entitled “A Scarcity 

of Gold?”* Though a professed believer in the theory of interna- 

tional bimetallism the author answers the question which he discusses 

decidedly in the negative. The arguments advanced by him to show 

that the so-called appreciation of gold has not been produced by causes 

* Documents Relatifs a la Question Monétare; Enquéte de 1858 (Ministére des Finan- 

ces) p. 8. A striking commentary on the attitude of the French people is found in 

the two large volumes containing the depositions.of the principal financiers of France 

entitled Enguéte sur la Question Monétaire. One passage in the report reads: “ Will 

the opposite evolution be as simple, and will the public lend itself voluntarily to the 

restoration of silver and the exodus of gold? Assuredly not, and a change, the 

reverse of that which has occurred during the last twenty years would be sure to excite 

the most lively repugnance.” Vol. i. p. 563. 

* “ Goldmangel?”—Zeitschrift fiir Volkswirthschaft, Socialpolitik und Verwaltung. 

IV. Band, 1. Heft. 
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connected with the supply of the metal are in general those already 

familiar to students of the subject. However, in the earlier portion of 

the article the author considers the preliminary question as to what the 

extent of the appreciation of gold has in fact been, and in doing so 

presents an interesting discussion upon the relative merits of the differ- 

ent price tables most commonly used for this purpose. Two questions 

concerning tables generally are disposed of before entering upon the 

comparison. In the first place it is held that in the discussion of the 

value of gold no account need be taken of the “relative importance” 

of the articles embraced by the price tables; and it is shown by an 

examination of Falkner’s American prices, and of Palgrave’s revision 

of the Zconomis?t’s figures, that when such allowance is made no mate- 

rial changes in the results are produced. In the second place the 

author maintains that the level of prices during the abnormally dis- 

turbed period of 1873-1875 is utterly unsuitable for use as a standard 

with which to compare prices since that time. 

Coming to the more specific discussion of the various tables, the 

writer dismisses at once the figures of the London Zconomist with 

the remark that, because they cover only nineteen separate articles, 

they can tell us “absolutely nothing about the changes in the general 

purchasing power of gold.” Falkner’s tables are considered unsuitable 

because limited to American prices. The compilation of Dr. Franz 

Kral, covering 265 articles from 1847 to 1884, is the most complete 

one ever made. Its representations are compared by periods with 

those of Augustus Sauerbeck and Adolph Soetbeer, the first two sets 

of figures being converted to the standard used by Dr. Soetbeer,—the 

average for the period 1847-1850: 

Sauerbeck Soetbeer Kral 
45 articles. | 114 articles. | 265 articles. 

1847-1850 - - - - : 100 100 100 
1851-1860 - - - - 116 116 114 
1861-1870 - - - - - 124 123 110 
1871-1875 - : - - 128 133 122 
1876-1880 - - - : - 110 123 112 
1881-1883 - - - - 103 122 109 
1884 - - + - . 94 114 101 
1885-1891 - : - - 87 105 as 

Down to 1860 all three tables show substantially the same rise in the 

price of commodities, for 1871-1875 a sharp rise, and for 1876-1880 a 

very considerable fall. Sauerbeck’s and Soetbeer’s figures agree closely 



364 JOURNAL OF POLITICAL ECONOMY. 

as to the rate of decline since 1881-1883. But, more important than 

these correspondences, the figures of Soetbeer and Kral both show that, 

omitting the period from 1871 to 1875, the value of gold did not 

materially change between 1861 and 1883. Since 1883, however, the 

decline of prices has amounted to about 15 per cent. But, strangely 

enough, Sauerbeck’s figures show that the decline has been going on 

steadily since 1861-1870, omitting, as before, the disturbed period of 

1871-1875. And, again, this decline from the average of 1861-1870 

down to 1891 has amounted to 42 per cent. Assuming that if Kral’s 

tables had been continued to 1891 they would show at least as rapid a 

decline as those of Sauerbeck and Soetbeer, the divergence between 

Sauerbeck and the two German statisticians would still amount to a 

difference between a fall of 42 per cent. and one of, say, 19.5 per cent. 

He also represents the real decline as beginning in the years 1876-1880 

instead of, as according to Soetbeer and Kral, in 1884. These two strik- 

ing disagreements upon such most essential matters of fact call for a 

thorough explanation, and this the author proceeds to offer. 

To this end the lists of articles used by Soetbeer and by Sauerbeck 

are compared with one another. It is observed first that the lists con- 

tain thirty-five articles in common, and the question therefore arises as 

to whether the disagreements just described are to be traced to differ- 

ences with respect to these articles. To determine this, Sauerbeck’s 

figures for these articles during 1861-1870 and 1881-1883 are sub- 

stituted in Soetbeer’s tables, which then exhibit the following result : 

1861-1870 - - - - 125 (formerly 123). 

1881-1883 - - - - - 120 (formerly 122). 

The change thus made is trifling. The differences between the two 

tables which are to explain the important disagreements in their final 

results must therefore lie elsewhere than among the thirty-five articles 

which are contained in both. Examination of the two lists of articles 

shows, in the second place, that Soetbeer takes account of seventy-nine 

articles more than does Sauerbeck. This number embraces various 

kinds of grain, seeds, vegetables, miik, cheese, veal, lard, calf-skins and 

other articles of equal importance. The prices of these articles, 

accordingly, when calculated apart from the rest and reduced to the 

percentage scale show instead of a fall a positive rise in price. For 

1861-1870 their average price was 126.1 and for 1881-1883, 126.6. 

Thus the seventy-nine articles which Sauerbeck omits from his list rose 

in price down to 1884, and in this fact may be seen the reason why the 

tables of Sauerbeck show a fall of prices since 1861-1870 of 42 per 
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cent. as against one of only 19.5 per cent. in the other two tables, for 

the same period. If Sauerbeck had taken account of these seventy- 

nine articles which rose in price, his tables would not show any material 

fallin prices earlier than 1884, nor a greater fall between 1861 and 

1891 than do the other authorities. In a word, the author believes 

that Sauerbeck’s results would not differ from those of Soetbeer and 

Kral if his list of articles for the whole period had been as extensive as 

theirs. 

The reason for the disagreement of the English tables being thus 

explained by their incompleteness, the tables of the German investi- 

gators may be taken as authoritative. When Soetbeer’s tables, however, 

show that, upon the whole, his 114 articles did not fall in value before 

1884 it is not to be supposed that none of them did so. In fact many 

of them did. His whole list of articles may be divided into eight 

groups, of which the first four, namely, agricultural products, products 

of the cattle and fishing industries, tropical fruits and groceries, 

show a considerable rise in price down to 1884. The sixth and eighth 

groups, composed of the textiles, fell however very decidedly, the one 

from 130 in 1861-1870 to 96 and the other from 129 to 104. This 

fall, however, is not to be attributed to a scarcity of gold for mone- 

tary purposes but to the great development of the textile industries in 

the United States after the Civil War. Groups five and seven, consist- 

ing of mining and ore products and sundry articles, also fell before 

1884. But, as has been already seen, there was no general fall of any 

consequence whatever, previous to 1884. 

It would appear, therefore, that Soetbeer’s and Kral’s conclusions 

afford each other strong mutual support, and that Sauerbeck’s figures 

show a fall of 42 per cent. in the value of goods dating from 1876- 

1880 because of the incompleteness of his data. The author protests, 

and with apparent reason, that it is incumbent upon the English 

bimetallists to justify their almost universal reliance upon Sauerbeck’s 

tables, and their neglect of more comprehensive and therefore more 

authoritative statistics. The discussion of the main question by the 

article is thorough and complete. It would perhaps have been 

strengthened by a reference to the indirect evidence upon the question 

of scarcity of gold for monetary purposes which is afforded by the 

increasing use of gold in the arts during recent years. It is hard to 

reconcile this phenomenon with the contention that the world is really 

in need of an increased supply of gold coin for the mediation of 

exchanges. H. W. Stuart. 



BOOK REVIEWS. 

Statistik und Gesellschaftslehre. By Dr. GEoRG von Mayr. Erster 

Band: Theoretische Statistik. Freiburg i. B. and Leipzig: J. 

C. B. Mohr, 1895. 8vo. pp. vii+202. 

THE monograph before us is the first of two which are to form 

parts V. and VI. of the introductory volume to von Marquardsen’s and 

von Seydel’s Handbuch des Oeffentlichen Rechts. It contains about 

200 pages and is subdivided into five sections, viz., introduction ; 

general principles of statistical science; method and technique of 

statistics; administrative statistics; history of statistics. A subsequent 

monograph will be devoted solely to practical or descriptive statistics. 

Dr. von Mayr pertinently, and somewhat facetiously, remarks that 

considering the time which the word “statistics” has been admitted 

to the vocabulary of science it has given rise to an enormous amount 

of controversy. So many definitions have been attempted that one 

might easily present an extended statistic of definitions. Perhaps we 

should obtain rough accuracy by grouping them in three classes. 

Under this plan we have conceptions of statistics as exhaustive descrip- 

tions and comparisons of states, as constituting a science of human 

communities, and solely as a science of method. Our author’s views 

place him in the second category. 

The little word “and” in the title furnishes the key to Dr. von 

Mayr’s position. He distinguishes between statistics as a method and 

as a wholly independent science. As a method it is auxiliary to all 

branches where numerical data are employed, as well as where the 

ordinary logical processes of deduction and induction do not suffice. 

But it is more than this, it is the exact social science, exact because 

affording quantitative measurements and utilizing numerical terms of 

expression. It is not identical with sociology, the co-ordinating science 

of society in general, but it is one of the social sciences, systematically 

exposing the actual occurrences of social life and laws resulting there- 

from “upon the basis of the quantitative observation of social aggre- 

gates.”” With this distinction the confusion involved in the conception 

of statistics as a science disappears. A definite subject-matter, the 
366 
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quantitative observation and exposition of social aggregates, elevates 

this branch of knowledge into the dignity of a science. At the same 

time we are led to understand why this independent science of statis- 

tics, in its narrower meaning, has not a monopoly of statistical method 

—a method which scholars know is applicable to the natural as well as 

to the social sciences. 

Professor Mayo-Smith, in a paper on statistics and sociology read 

before the American Economic Association, very clearly developed 

the conception of statistics as an exact social science. The definition, 

much of whose utility hinges upon the word “exact,” coming almost 

simultaneously, yet independently, from two authoritative sources, 

ought to have great weight and cannot but contribute towards clearer 

views. 

Dr. von Mayr has written an excellent book. He has given in 

reasonable compass and readable form the salient elements of statisti- 

cal history, theory, and technique, and the pertinent facts of adminis- 

trative organization. His copious bibliographical citations at the 

conclusion of each paragraph are an especially valuable feature. 

Where the reviewer’s views are in practical accord with the author’s, 

it is superfluous to do more than to mention leading characteristics 

and to commend closer acquaintance. In the present instance we add 

the confession that the second volume is awaited with impatient 

interest. E. R. L. Goutp. 

A Handy Book of the Labour Laws. By GrorcE Howe tt. 

London: Macmillan & Co., 1895. 8vo. pp. xii + 338. 

Two editions of this compilation were published in 1876 and 

almost immediately exhausted. Increasing demand for the book, 

together with the many changes in the labor legislation of England and 

in the position of trades-unions, have at last called from the editor a 

third edition. Its aim is to bring within the reach of the English 

laborer a definite knowledge of his rights and duties under different 

acts of Parliament. The collection professes to include all the impor- 

tant labor legislation of the last twenty-five years. Under some of the 

acts the laborer may appear in his own behalf, and copies of such legal 

forms as are not filled out by court officers are therefore reprinted. 

The most important portions of the book to the laborers are prob- 

ably the introductions, in which the editor sets forth the purpose and 



368 JOURNAL OF POLITICAL ECONOMY. 

purport of the several acts. These are couched in more simple lan- 

guage than can be used in the acts themselves and occasionally con- 

tain words of advice upon various subjects. In one place the impor- 

tance of strict observance of contracts and the general attitude of the 

courts on such matters are set forth; in another appear some sensible 

remarks upon the relative advantages of suits and compromises under 

the Employer’s Liability Act. In the introductions to this act, and 

to those relating to payment of wages, and to arbitration and concilia- 

tion, short historical accounts are given of the successive steps in the 

legislation by which the present acts have finally been arrived at. 

The exposition of the Trades-Union Acts of 1871 and 1876 is espe- 

cially full. Wherever necessary cases are briefly cited in illustration of 

the principles under discussion. The last two chapters contain a sum- 

mary of the provisions of the County Court’s Act and of the law of new 

trials and appeals which bear directly upon cases arising under the 

labor laws. A full marginal analysis accompanies the introductions 

and texts of the laws throughout. The compilation should prove very 

useful to those for whom it is made. H. W. Stuart. 

A History of Slavery and Serfdom. By Joun Kets INGRAM. 

London: Adam and Charles Black, 1895; New York: Mac- 

millan & Co. 12mo. pp. xiv+285. 

Tuis volume contains in a revised and expanded form the substance 

of the author’s article “ Slavery” in the ninth edition of the Zacyclo- 

pedia Britannica. The writer makes only a modest claim to erudi- 

tion, giving a full bibliography of works upon which he has relied, and 

acknowledging his special indebtedness to Wallon’s L’£sclavage dans 

f Antiquité and to Sugenheim’s Geschichte der Aufhebung der Leibeigen- 

schaft. “Writing,” he says, “not for scholars but for the mass of 

thoughtful and cultivated men and women, I have aimed at presenting 

such broad views and general ideas in relation to the history of slavery 

as ought to form a part of the mental furniture of all educated persons.” 

Dr. Ingram is perhaps somewhat too modest in his description of his 

work. Making allowance for his obligations to others in many aspects 

of the subject, it may yet be said that he has in the present monograph 

given the English reader an account of slavery which, while dealing 

largely in “broad views,” is not wanting in careful detail, and which 

will be of service to the scholar as well as to the general reader. 
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The author’s point of view and the scope of his work are both indi- 

cated by the following citation from the preface : 

“The new spirit which has been introduced into historical inquiry 

in recent times consists mainly in this, that the whole continuous life 

of Humanity is seen to be the object with which it has to deal .. . 

Though a perfectly rational investigation of this movement requires 

the combined consideration of all its elements, and a study of the con- 

sensus which links the progress of each social factor with that of the 

others, it is necessary for convenience to examine them separately, 

without, however, losing sight of their mutual dependence. The prin- 

cipal object of the following pages is to exhibit one line of develop- 

ment which may be traced through the history of the western nations, 

and which has been scarcely inferior to any other in its effects on the 

destinies of our race—namely, that by which the slavery of ancient 

times passed into the modern system of free labour.” 

After an account of slavery in Greece and Rome, the author sketches 

very briefly the “transition to serfdom” and the “abolition of serfdom,” 

giving only seventy pages to these topics. This is the least satisfac- 

tory part of the work. The author ignores fundamental issues open to 

controversy, and in many points, as for example in his account of the 

“Peasant Revolt,” his statements are very inadequate if not misleading. 

Nearly one-half of the book is given to the history of the slave trade 

and negro slavery and to the account of slavery in Russia and the 

Mohammedan East. An appendix of twenty pages is mainly devoted 

to descriptions of slavery among peoples that fall outside of the range 

of the body of the work. It must be from a previous condition of 

servitude to an encyclopedia, that the book lacks what every independ- 

ent and self-respecting monograph should have, an index. 

Car.Los C. CLosson. 

Popular Control of the Liquor Traffic. By E. R. L. Gouxp. Balti- 

more: Press of the Friedenwalt Company, 1895. 12mo. 

pp. 102. 

Dr. GouLp has rendered a service to practical temperance reform 

by publishing in so accessible and readable a shape the main argu- 

ments in favor of the Scandinavian system of dealing with the liquor 

traffic. 

Some two years ago the United States Department of Labor sent 
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Dr. Gould to Sweden and Norway to investigate and report upon the 

method of controlling the sale of liquor which had been adopted in 

those countries. The result was the admirable study of the system 

which was published in 1893 as the Fifth Special Report of the Com- 

missioner of Labor. This report first brought the merits of the system 

prominently before the American people. The report of the com- 

mission appointed by the governor of Massachusetts — based equally 

npon direct personal investigation— was published in 1894, and 

marked the beginning of a vigorous agitation by public-spirited 

citizens in favor of giving the system a fair trial in such cities and 

towns of that state as might so elect. Through the combined oppo- 

sition of liquor dealers, whose occupation is threatened, and of extreme 

prohibitionists, whose prejudice is aroused, the legislature has twice 

denied the system the bare opportunity of trial which is all that its 

friends have asked. The campaign of education will, however, be 

vigorously prosecuted, inertia and prejudice will be overcome, and 

sooner or later the system will be given an opportunity to prove its 

merit. It may safely be predicted that this opportunity will prove an 

entering wedge, and that we shall see another example of the rapid 

adoption by the various states of an innovation which one of their 

number shall have proved successful. For the people need only be 

brought to understand the Scandinavian system and what it has 

accomplished, in order to welcome its adoption in this country. 

While that system does not appeal to extremists, it meets the favor 

of many active prohibitionists as a practicable immediate step toward 

checking intemperance. It appeals strongly to the moderate well-dis- 

posed persons—the great mass of the community —who wish, at any 

rate, to see the evils of the saloon system done away with. It has won 

the support of almost all competent and unbiased students of the 

problem. In this respect Dr. Gould’s experience is typical. He went 

to Sweden “absolutely without prejudice of any sort ;” he came away 

thoroughly convinced “that the Scandinavian method, as part of a local 

option system, is the only really practical means of dealing with the 

liquor evil in this generation.” 

The essential feature of the system is the removal from the liquor 

traffic of all the motives of private profit. As long as the livelihood of 

the saloon-keeper and the bar-tender depends upon keeping up or 

increasing the sale of liquor, so long will every possible incentive be 

thrown in the way of the drinker. The saloon wili be made attractive 
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by luxurious fittings, if not by more questionable means; sales to 

minors, to inebriated persons, to men known to be habitual drunkards, 

will be made in spite of any system of regulation. If, on the other 

hand, the business of selling liquor at retail in a given city were in the 

hands of a company of honorable citizens formed for motives not of 

profit but of public spirit—a sort of Civic Federation with a more special 

purpose—if all gains beyond a bare return for capital were turned 

over to objects of high public utility, but not provided for by public 

taxation ; if the employees of this company were directed to discour- 

age the drinking of the stronger liquors, and promoted partly on that 

basis; if only pure liquors were sold and those only in limited quan- 

tities; if sales were allowed only to adults showing no evidence of 

over-indulgence ; if attractive club-rooms, coffee houses or light-bev- 

erage “salons” were established in all parts of the city and run per- 

haps partly out of the surplus gains of the saloons—it needs no 

prophet to see that drunkenness would be largely done away with, and 

that all intemperance would be greatly reduced. 

Such a system is no mere Utopia. It is simply the complete car- 

rying out of the method which has been adopted, so far as permanent 

vested privileges and other obstacles allowed, in many Scandinavian 

cities. First put in force in somewhat crude form in Gothenburg 

(whence it is often spoken of as the Gothenburg system), it has been 

extended to seventy-eight towns in Sweden and fifty-one in Norway, 

and has become indeed the normal method of the traffic in spirits in 

such communities of the northern kingdoms as permit any sale of 

spirituous liquors. Unfortunately, the sale of fermented liquors in these 

countries has not been brought within the operation of the “company 

system’”’ and is still comparatively unrestricted. It is therefore not 

strange that with the spirit trade so heavily manacled, and so large a 

measure of freedom accorded to fermented beverages, the consump- 

tion of the latter should have increased. Such increase is indeed much 

smaller than in many other countries—the United States among the 

rest, — still it has been employed by those who oppose the adoption of 

the system here as an argument against the claim of its success in 

Scandinavia. To those who understand the facts of the case, it is 

rather an argument for the adoption of the system in a form which 

shall include the traffic in all intoxicating liquors. The system has 

had the additional obstacle that in many places, on account of prior 

grants to sell liquor for a considerable period, it has been impossible 
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as yet to bring all of the sales even of distilled liquors within the con- 

trol of the companies. Nevertheless the success of the system— 

measured by the crucial test of the decreasing consumption of distilled 

liquors — has been phenomenal. The annual consumption per inhabi- 

tant has been reduced in Sweden— formerly one of the most hard 

drinking countries in the world—from 14.2 quarts in 1874 to 6.8 

quarts in 1892. In Norway from 1876 to 1892 (as the percentage of 

the sales of other agencies than the companies has fallen from 91.7 to 

48.7) the per capita consumption has been reduced from 7.0 quarts to 

3-3 quarts. During substantially the same period (1875 to 1892) the 

consumption has fallen in Great Britain from 6.3 quarts to 5.2, and in 

Holland from 9.5 to 9.4. It has risen in Germany from 5.7 to 9.5; 

in France from 4.3 to 8.7; in Belgium from 8.6 to 10.2; in Austria 

(1887 to 1891) from 3.8 to 5.9; and in the United States (1878 to 

1893) from 4.36 to 6.04. Experience emphatically substantiates the 

merits, already so manifest on grounds even of general reasoning, of 

the Scandinavian system. Cc. cac. 

Joint-Metallism. A Plan by which Gold and Silver together, at Ratios 

always Based on their Relative Market Values, may be made the 

Metallic Basis of a Sound, Honest, Self-regulating and Perma- 

nent Currency, without Frequent Recoinage and without Danger 

of One Metal Driving out the Other. By ANSON PHELPS 
Stokes. Third edition. New York and London: G. P. 

Putnam’s Sons, 1895. 8vo. pp. xxii+221. 

Mr. SToKEs’s book is a plea for a larger use of silver as money, 

according to a plan of his own which he calls joint-metallism. It is 

divided into four parts. The first consists of a series of letters written 

by himself to certain newspapers, and several editorials criticising these 

letters; the second gives a comparison of the author’s plan with 

bimetallism; the third purports to be a history of the science of 

money; and the fourth contains a criticism of the theory of credit, 

together with replies to criticisms of the plan of joint-metallism. 

The portion of the book which is important for our present pur- 

pose, because it is the only part that is new, is the plan for the enlarged 

use ofsilver. In brief itisas follows: Strike silver coins of equal weight 

with the five-dollar gold piece, to be known as “standards.” For all debts 
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over $10, contracted six months after the passage of the act legalizing 

such coins, let it be lawful to pay “half in gold and half in such num- 

ber of standards as shall be approximately equal thereto.” This num- 

ber is to be determined by the Secretary of the Treasury “according 

to the average relative market values of gold and silver, from the time 

of the passage of the act, and based on the average market values of 

all the intervening months,” the ratio thus determined to be the legal 

ratio for that month. The mint is to be open to the coinage of 

“standards,” double standards, and 1ooo-standard pieces, “when the 

silver is presented accompanied by an equal value of gold at the cur- 

rent government ratio.” 

The most important advantages claimed by the author for his plan 

are these: It would promote the use of gold and silver equally; “it 

would make the measure of value more just and stable, because based 

on both precious metals jointly ;” would prevent the monopoly of the 

metallic basis of money; would give a “proper elasticity to the 

metallic basis of the currency because the production of silver coin 

can always be largely and promptly increased by labor, while the pro- 

duction of -gold cannot ;” and would establish between the metals the 

“true economic ratio of values, viz., the relative costs of production in 

the poorest mines of gold and of silver that could be worked at a 

profit,” which ratio would probably be permanent. 

There is no need of discussing here the much debated assumptions 

which Mr. Stokes makes, in common with the advocates of the free 

coinage of silver, as to the need of “more money,” the cause of the 

fall in prices, etc. If we grant all these Mr. Stokes’s plan is fatally 

defective as a remedy. On its face it would make room in our circu- 

lation for an amount of silver equal in value to our gold. According 

to the treasury statistics there were “in circulation” on April first of 

the present year $528,000,000 in gold and gold certificates, and 

$377,000,000 in silver and silver certificates. There would thus be 

room for an additional $151,000,000 of silver, an amount over fifty 

millions less than the national bank notes now outstanding, and less 

than one-tenth of our total “circulation” of all kinds of money on 

the above date. A believer in the theory that prices depend entirely on 

the quantity of money surely cannot think that a fall of 30 per cent. 

in prices could be restored by such an increase. 

If, however, the quantity of money were really doubled by Mr. 
Stokes’s plan, what reason is there for thinking that just double the 
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amount of the existing gold circulation is needed? Or that an annual 

addition to our circulation of just twice the yearly production of gold 

would be sufficient to keep prices stable? Again, when the author 

says that his plan would give “proper elasticity” to our metallic cir- 

culation because the production of silver can “always be largely and 

promptly increased,” he forgets that elasticity includes contraction as 

well as expansion, and provides no means for that. 

More fatal still to the success of his plan is the method of determin- 

ing the ratio between the two metals. The price of silver might vary 

within a day after the ratio for the following month was proclaimed. 

If it fell, for example, it might pay a person to have equal values of 

gold and silver coined, pay his debts in silver, purchase more with 

part of his gold, melt the rest of the gold for recoinage, and repeat 

the process, with a profit on every repetition. For it is only “lawful,” 

not necessary, to pay in doth metals. The author thinks such an oper- 

ation could not occur because the tendency of either metal to decline 

would be offset by the “knowledge that with any decline in price a 

larger proportion of this metal would be demanded at the mint and in 

payment of debts.” The amount of silver that can be coined is 

determined, however, by the amount of gold available for that purpose. 

A “larger proportion”’ of silver could be demanded at the mint, then, 

only by melting and recoining part of the gold, as already remarked ; 

that is, the silver part of the circulation would increase at the expense 

of the gold part. 

The author thinks, further, that the ratio would become permanently 

equal to that of the costs of production in the poorest mines worked 

at a profit. Who shall determine that cost? In the Senate report on 

that subject in the second session of the Fifty-second Congress, Mr. 

Leech, then Director of the Mint, says: ‘I adhere to the opinion that 

it is impossible from any statistics which have been compiled to ascer- 

tain the average cost of the annual yield of the mines of either gold 

or silver.” Moreover, the market value primarily depends, not on the 

cost of production, but on demand. The price will approach the cost 

of production in the poorest mine whose supply is necessary to the 

demand; and if demand increase it will stimulate production in poorer 

and poorer mines, and so tend to make the ratio of costs change 

accordingly. 

Mr. Stokes seems to think that his plan would not affect debts con- 

tracted before it began to operate. He is mistaken. On his own 
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theory of the relation of money to prices, all old debts payable in 

gold would be scaled down because his addition to the legal-tender 

money would diminish the value of the gold part of it. 

There is room for but one more point, of several that might be 

made. Even if the world’s stock of money is less than is desirable, 

the United States has its proportionate share. Any addition to that 

share, without a corresponding addition to the stock of other countries, 

would diffuse itself over the world, and our author’s plan would thus 

defeat itself. The plan proposed by the author is indeed only a 

scheme for the limited coinage of silver ; limited, that is, by the amount 

of gold available each year. We tried the limited-coinage plan from 

1878 until the repeal of the Sherman law; with what result the world 

knows. 

Viewed from the literary and scientific standpoints the book is open 

to severe criticism. It is scrappy, its argument is desultory, and it 

mistakes statements of opinion and rhetorical figures for facts and 

sound argument. The “History of the Science of Money,” in Part 

III., is not a history of that subject at all, but a collection of the 

opinions of certain authors and notices of their books. Mr. Stokes’s 

ideas on the subject of credit as a factor in determining prices are 

based on the extreme views of the intolerant and conceited Henry D. 

Macleod, whom few, if any, of those who emphasize credit would care 

to acknowledge as a safe guide. He weakens his case, moreover, by 

appealing to “the constitution” and the opinions of the “fathers” 

of the Republic, in order to prove the desirability of the rehabilitation 

of silver as money. Such an appeal is proper enough, perhaps, in a 

political speech, but somewhat out of place in what is intended to be a 

scientific argument. Davip KINLEY. 

Life of Adam Smith. By Joun Raz. London and New York: 

Macmillan & Co., 1895. 8vo. pp. xv + 249. 

More has, perhaps, been added to the easily available knowledge of 

Adam Smith in the past few months than during the century that fol- 

lowed the intimate memoir of his friend Dugald Stewart. Not long 

since, Mr. James Bonar opened for our inspection the intellectual work- 

shop of the father, or, if one so pleases, the stepfather, of Political 

Economy. Mr. John Rae, with the co-operation of many scholars and 

of university and library officials, has given us a Life of Adam Smith 

a Re 
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which sums up, in thoroughly competent fashion, the information that 

has come to light during the last century. Mr. Rae has executed his 

task conscientiously and well. He keeps himself— perhaps almost too 

much — in the background, leaving the documents and bits of evidence 

to tell their own story. The tasteful letter-press and binding add to 

the sense of satisfaction which is inspired by the quiet strength and 

reserved force of the writer’s style. 

The details of Smith’s life, and especially bits of his correspondence 

which are freely reproduced, furnish new evidence of his scrupulous 

sense of honor, and no less of his geniality and his loyalty to his friends. 

The following delightful note to Hume shows the latter sides of his 

character : 

My DEAR FRIEND: This letter will be delivered to you by Mr. Urqu- 
hart, the only man I ever knew who had a better temper than yourself..... 
He is not a man of letters, and is just a plain, sensible, agreeable man of no 

pretensions of any kind, but whom you will love every day better and better. 

My dear friend, most faithfully yours, ADAM SMITH. 

TOULOUSE, 4th November, 1764. : 

Smith’s personality, indeed, is a thoroughly interesting and delight- 

ful one, delightfully set forth by a sympathetic biographer. Whether 

as a responsive disciple of Hutchinson and the other scholars who 

made the little college at Glasgow a center of large influence, or thrown 

back on his books and meditation by the state of intellectual stagna- 

tion then prevailing at Oxford, or even in the early days of his profes- 

sorship at Glasgow converting his neighbors as well as his students to 

his belief in the freedom of trade, or throughout the wide range of his 

activities and friendships, Adam Smith is brought before us in the 

flesh, always the same sensible, independent, thoroughly canny Scotch- 

man. 

With reference to the influences that shaped Adam Smith’s economic 

thinking, Rae is disposed to credit much, of course, to Hume—though 

this obligation is not, perhaps, sufficiently emphasized—much also to 

Hutchinson. Hutchinson’s lectures on political economy, “though 

fragmentary, are remarkable for showing a grasp of economic ques- 

tions before his time, and presenting, with a clear view of their impor- 

tance, some of Smith’s most characteristic positions. He is free from 

the then prevailing fallacies about money. His remarks on value con- 

tain what reads like a first draft of Smith’s famous passage on value in 

use and value in exchange. Like Smith he holds labor to be the great 
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source of wealth and the true measure of value.. . . His doctrine was 

essentially the doctrine of industrial liberty with which Smith’s name is 

identified, and in view of the claims set up on behalf of the French 

physiocrats that Smith learnt that doctrine in their school, it is right to 

remember that he was brought into contact with it in Hutchinson’s 

class-room at Glasgow some twenty years before any of the physiocrats 

had written a line on the subject, and that the very first ideas on eco- 

nomic subjects which were presented to his mind, contained in germ— 

and in very active and sufficient germ—the very doctrines about lib- 

erty, labor, and value on which his whole system was afterwards built.” 

The closing sentence of this citation sufficiently indicates Mr. Rae’s 

estimate of the supposed obligations of Adam Smith to the physiocrats. 

He thoroughly credits Dugald Stewart’s evidence that Smith was teach- 

ing his class at Glasgow the fundamental principles afterward embodied 

in the Wealth of Nations as early as 1752 or 1753. He vigorously 

combats the claim of Dupont and others that Adam Smith is to be 

regarded as in some sort a disciple of Quesnay. Smith, as he puts it, 

“neither agreed with all the creed of the French economists, nor did 

he acquire the articles he agreed with from the teaching of their mas- 

ter.” Cc. C.C. 

Darwinism and Race Progress. By Joun Berry Haycrart. 

(Social Science Series.) London: Swan Sonnenschein & 

Co.; New York: Charles Scribner’s Sons, 1895. 1I2mo. pp. 

xii+180. 

THE importance of selection in the evolution of human society can 

of course hardly be overestimated. Until the forces of social selection 

are understood, but little can be done toward the solution, whether 

from the theoretical or from the practical side, of the fundamental 

social problems. The operation of these forces can no longer be so 

lightly dwelt upon by sociologists as it has often been in the past. 

On the other hand, the danger now is perhaps that we shall have too 

hasty and dogmatic an application to social problems of the conclu- 

sions — themselves far from being perfectly understood or established — 

reached by the biologists as to the workings of natural selection in 

other stages of organic life. Mr. Benjamin Kidd, for example, tells 

us that it is “an inevitable law of progress amongst the higher forms, 

that competition and selection must not only accompany progress, but 
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that they must prevail amongst every form of life that is not actually 

retrograding. Every successful form must, of necessity, multiply beyond 

the limits which the average conditions of life comfortably provide 

for. Other things being equal, the wider the limits of selection, the 

keener the rivalry, the more rigid the selection, the greater will be the 

progress..... Nor can there be any doubt that from these strenuous 

conditions of rivalry the [human] race as a whole is powerless to 

escape. . . . . The races who maintain their places in the van 

do so on the sternest conditions. . . . . These are the stern facts 

of human life and progress. . . . . They result . .. . from deep- 

seated physiological causes she operation of which we must always remain 

powerless to escape.” Now the grounds upon which these statements 

rest—namely, certain specific theories of Professor Weismann— 

are far from being established in the purely biological field; and, 

even were they so established, such a thoroughgoing application of 

them to the problems of human society rides roughshod over funda- 

mental distinctions and ignores large possibilities. It is because so 

much is to be gained by the careful study of se/ection not merely natu- 

ral but socia/, not merely actual but potential, that such premature gen- 

eralizations as Mr. Kidd’s are to be deprecated. 

At this juncture the social sciences may well call upon the trained 

biologist or physiologist to “come over into Sociology and help us.” 

Indeed it is doubtful if any intellectual venture promises larger results 

than those which might be undertaken by a group of specialists in 

several departments co-operating in the investigation of the problems 

of social selection. 

This little treatise of a biologist like Haycraft ought therefore to be 

welcomed on the occasion of its advent into the domain of distinctly 

sociological literature. It contains little that is absolutely new, being 

substantially a re-publication in less technical form of a lecture to the 

Edinburgh Health Society delivered as long ago as 1890. And for the 

rest, most of the ideas expressed may be found here and there in the 

literature of the subject. But the volume is nevertheless valuable as a 

clear, calm, and usually moderate statement of the bearing which the 

conclusions of biological investigation seem to have upon the momen- 

tous problem of the permanent quality of the population. 

The author occupies the position—which so far as a layman can 

judge is rather the prevailing one among biologists —that, whereas 

the positive theories of Professor Weismann are open to serious objec- 
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tion, the negative side of his doctrine, namely, that characteristics 

acquired after the birth of the individual are not transmitted to his 

posterity, is, on the whole, sound. It is interesting to note that Galton 

anticipated Weismann by about six years in suggesting this view, stat- 

ing it indeed in the more moderate form in which it is likely perhaps to 

be substantiated, “ that acquired modifications are barely, if at all, inher- 

ited in the correct sense of the term.” 

If this doctrine be sustained, it is evident that the character of 

population, “and so in large measure the evolution of society,” is deter- 

mined from generation to generation by the forces which determine 

which family stocks shall increase and which shall relatively decline or 

absolutely die out. In other words, social progress depends upon 

natural and social selection. 

Purely natural selection, it is sonietimes held, has been largely 

eliminated from advanced human society. This statement is of course 

wholly superficial. It is true that civilized men are seldom destroyed 

directly by each other, and still more seldom by animal enemies. 

They are subject, however, to the ravages of other enemies less obvious, 

but scarcely less deadly. The micro-organisms of diseases are a power- 

ful selective agency, eliminating large numbers of individuals in spite 

of all that preventive medicine can do, and allowing to survive those 

who may be regarded, in one sense of that most ambiguous of expres- 

sions, “the fittest to survive.” Dr. Haycraft in this connection attempts 

to discriminate between those diseases on the one hand which attack 

indiscriminately the well and the sickly, and those on the other which 

prey almost exclusively upon weak and poor types, holding these 

latter to subserve, in the absence of preventive or rational selection, the 

hygienic interests of the race. 

The validity of this distinction may perhaps be questioned ; it may be 

held that the so-called “weak and poor type” may be weak and poor 

simply because it is open to attack from these special enemies, and 

that if preventive medicine should accomplish its aim of stamping out 

certain of these diseases the types now subject to them and therefore 

poor (Dr. Haycraft seems to admit that they may be in some other 

respects excellent types) might become as desirable as any other type. 

Or to put the argument in more general form, it may be maintained 

that “fitness to survive’’ depends upon the character of the selective 

agencies of the environment; that the standard of fitness is thus rela- 

tive, changing as the environment changes. 
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However this may be, our author’s judgment is that on account of 

preventive hygiene, and sanitary improvements, the race is deteriorat- 

ing in general constitutional robustness. His remedy is the substitu- 

tion of conscious social selection. “If individuals of today are to 

have the advantage . . . . of absence of their microscopic foes, the 

children of the future must not he the sufferers; we must replace the 

selective influence of the microbe by the selective action of man’s fore- 

thought, which shall provide that these children shall alone be produced 

by healthy parents.” 

A somewhat similar line of argument is followed out with reference 

to the problems of social selection more properly understood, with an 

analogous result. The harsher features of selection have been largely 

removed by the increasing agencies and methods of humane activity. 

It is necessary to substitute a higher, more far-sighted philanthropy, 

and to work out a system of selection at once humane and efficient. 

“If our pity is enlisted on the side of suffering, it must be used to pre- 

vent the production of those who are bound to suffer.” 

The gradual decrease in the proportion of the vicious and inca- 

pable, that might be brought about by a general recognition by the 

present generation of its responsibility to the generations to follow, is 

only oneside of the problem. “There is good reason to believe that 

the career necessary to individual success in the life-struggle of 

modern societies is one which carries with it and necessitates relative 

sterility. .... It would indeed be difficult to conceive any 

plan more inimical to the future of a race, or better designed to sap 

the power of a nation, than that of taking from it in perpetuity those 

possessed of innate capacity, a result which follows when the best citi- 

zens are induced, for the sake of gifts and honors, to relinquish their 

obligation to the race of being the parents of many children.” Here 

as in the opposite aspect of the problem the remedy suggested is the 

wider recognition of the “one efficient means of improving the race,” 

that of “carrying it on through the best and most worthy strains,” and 

the increasing sense of social obligation. 

This summary can do scant justice to Dr. Haycraft’s work. Much 

less can the writer attempt to criticise it. It need only be noted, what 

no doubt the author himself recognizes, that such radical suggestions 

of social selection presuppose a fairly definite ideal of human progress. 

What weight should be given relatively to health, talent, genius, and 

moral qualities? Does not an adequate answer necessitate the power 
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to foresee what are to be the future conditions and possibilities of 

human life on this planet? 
cc. c. 

Law in a Free State. By WorpswortH DonistHorPE. London: 

Macmillan & Co., 1895. 8vo. pp. xii + 312. 

THE purpose of this recent book, by the author of /ndividualism, is 

to remedy the fault of other writers of his school who propose indeed 

to solve all social problems by applying the principle of liberty but 

who will not or cannot tell us Aow to do it. It is not addressed to 

philosophical anarchists but to that large body of Englishmen who, 

though sympathetically inclined, have not yet fully accepted the gospel 

of liberty. To such the nine chapters are offered as “nut-crackers”’ to 

be applied to some of the more difficult problems of the day. 

The author’s position is that of an advanced individualist, yet not 

one of the most radical sect. Absolute freedom from state interference 

is the goal towards which civilization is making, but we “are not yet 

ripe for complete anarchy, and must have an admixture of something 

which is not anarchy. That something may be called by any name, 

but, as a matter of fact, it is socialism” (p. 16). His endorsement of 

state interference, however, seems limited to “ defense of the country, 

which will be socialistic so long as there is any need for it at all, and 

the administration of a criminal code, which will remain so until the 

criminal law is swallowed up by the civil.” 

An attempt is made to determine the limits of personal liberty, a 

problem which must be answered whether we adopt despotism or 

democracy, socialism or anarchy. The principle that freedom is to be 

allowed, so far as it does not interfere with others, is ruled out on the 

ground that the solidarity of society makes every act, to some degree, 

injurious to some one. The acceptance of the will of the majority as a 

criterion merely begs the question, which is: “How should the 

majority decide ?”” The author’s solution is that the rule for state 

action must be derived from the same source as the rule for individual 

conduct. “We must give up all hope of deducing good laws from 

high general principles and rest content with those middle principles 

which originate in expedience” (p. 75). ‘Our aim should be to find 

out by study of history what those classes of acts are, in which state 

interference shows signs of becoming weakened, and as far as possible 

to hasten on the day of complete freedom in such matters... . 
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The only available method of discovering the true limits of liberty at 

any given period is the historic” (pp. 79-80). 

The more practical part of the book consists of chapters on adultera- 

tion, education, marriage and the status of children. In these matters 

specific reforms are suggested, while all existing regulations are criti- 

cised with rare impartiality. 

In the eighth chapter there is a discussion of the Future of Labor. 

Here it is claimed that the laborer is himself capital, but that, under 

the system of wagedom, he disposes temporarily of the property in his 

own body and is thus bilked of the profit which rightfully is his. As 

a remedy Mr. Donisthorpe proposes the Capitalization of Labor, “a 

system under which the workers invest themselves (their labor) on the 

same terms as other capitalists—namely, a proportionate share of the 

product, be it profit or loss” (p. 269). 

There are many points in the author’s theory which could easily be 

criticised, but it would perhaps be wasted energy to argue details with 

one who begins by discarding “as utterly worthless all the orthodox 

technical economic terms” (p. 282); who promises in his preface to 

give a practical treatise, yet when he comes to his pet scheme says, 

**I don’t know whether it would work or not. I might almost say I 

don’t care” (p. 264); who can criticise a rival theory (p. 273) by asking, 

** But how are we to begin ?” yet in advocating his own scheme says, 

“I have nothing to do with how the system could be started ” (p. 270); 

whose logic takes the peculiar form of substituting italics for argu- 

ments, clinching a discussion as to land and labor by saying, “ It makes 

no difference what we call them ; they are capital” (p. 267); and who 

can urge Labor Capitalization because it is “just” and gives the laborer 

his “ rights,” despite the fact that he has previously announced that he 

has “no conception of what is commonly meant by justice,” expe- 

diency being the only criterion (p. 112) 

Even granting Mr. Donisthorpe’s strained conception of the 

laborer as capital quite analogous to a machine, it does not follow that 

the selling of his claim to a share of the product places him at a dis- 

advantage compared with other capitalists. A large number, possibly 

a majority, of capitalists do the same thing. All who buy a company’s 

bonds instead of its stock, al] who loan their capital to business houses, 

all who rent land-—which Mr. Donisthorpe considers capital — for a 

fixed rental, are in a situation similar to that of the owner of “ labor- 

capital”’ under the present system. 
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The author claims that the one who assumes the risk must neces- 

sarily charge a premium which will be “ precisely the net profit ;” so 

that all the owner of “ labor-capital’’ can receive is “ the fuel which 

keeps him going and a small sum for a sinking fund” (p. 277). Would 

he claim, on similar reasoning, that the Car Trust which furnishes 

rolling stock to a railroad cannot — unless it makes an impossible 

claim to a percentage of the gross receipts of the road — receive more 

than the value of some axle-grease and a new coat of paint? The 

author further claims that this system would do away with strikes, but 

fails to show why there would not be as much room for disagreement 

over the capitalization of the laborer as there is at present over the 

scale of wages. If at any time the laborer is induced to do more and 

better work —which the author thinks a great merit of the system — 

there should be at once a new valuation of the capital (labor) furnished 

by him. On the other hand, a disproportionate increase of labor- 

capital would lower its marginal efficiency and diminish the share of 

product which should be imputed to the laborer. Adjustment of such 

changes would furnish opportunity for unlimited dispute between the 

owners of the different kinds of “ capital.” 

The last chapter of the book, entitled “ ‘The Woes of a Politician,” 

is a bit of delightful humor. Many inconsistencies can be forgiven 

one who so frankly acknowledges the difficulties that confront the 

professional individualist, when he attempts to make his theories con- 

form to the incidents of daily life. The entire book is pervaded with 

a similar vein of humor, which, together with a certain exuberance of 

pugnacity, prevents any suspicion of dullness. The author, however, 

repeats his arguments somewhat unnecessarily, and indeed much of 

the book is practically a repetition of parts of his /ndividualism, which 

seems a needless waste of printer’s ink. 
Henry RanD HATFIELD. 

The Making of the England of Elizabeth, By ALLEN B. Hinps. 

New York: Macmillan and Company, 1895. 12mo. pp. ix 

+152. 

THE title of this little volume is misleading, if not pretentious, and 

would lead one to expect some comprehensive study of the economic 

and social phenomena preceding the accession of Elizabeth. Mr. 

Hinds should have called his work “ Episodes in the History of the 

English Reformation.” Bearing that more modest and exact title, it 
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would give no purchaser reasonable grounds for disappointment at not 

getting what he was looking for. 

Of the three studies in the volume, the first on the contest between 

the Puritan and Ritualistic parties among the English exiles at Frank- 

fort in Mary’s reign is the most interesting and instructive. One sees 

there Puritanism in the making. The second essay, on “The Exiles in 

France,” brings out clearly the intense hostility of a large part of 

Mary’s subjects to her marriage with Philip and the covert support of 

the rebellious element by Henry II. of France. The last essay, “ The 

New Spirit in England,” sets forth the parliamentary history of Mary’s 

reign. In deference to a common prejudice, Mr. Hinds gives no ref- 

erences in the body of his narrative, but contents himself with a general 

account of his authorities in the preface. This impairs the usefulness 

of his book for students. As a writer Mr. Hinds is painstaking and 

agreeable, but one may vepture to hope that as his studies are extended 

the great problem of the historian, “rerum cognoscere causas” will not 

seem so simple to him as it would now appear to be from the following 

sentence in the preface: ‘The wonderful outburst of wit in the reign 

of Elizabeth was due to a wise and prosperous government.” 

EpwarD G. Bourne. 

The Revolutionary and Napoleonic Eva, 1789-1815. By J. H. Rose. 

London: C. J. Clay & Sons; New York: Macmillan & Co., 

1894. 8vo. pp. 388. 

Tuis is the first issued of a series of volumes on European history, 

“intended for the use of all persons anxious to understand the nature 

of existing political conditions.” This sentence gives the key to the 

volume under review. It is not a text-book in the received sense; it 

is not a cram-book, as most single-volume histories published in Eng- 

land are. It has been the aim of the author to seize upon the tend- 

encies and causes underlying the facts of the period and to show how 

these affect the life of today. Hence facts are subordinated to the 

exposition of principles. The author discloses his conception of the 

task in the preface: “To exhibit the influences in France and Europe 

tending to overthrow the old systems of government and society; to 

trace .... the growth of forces which tended towards a strongly 

centralized government and autocracy; to describe Napoleon’s work 

of destruction and reconstruction; . . . . to analyze the character of 
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the new national impulses which overthrew his domination; . . . . to 

show the connection, too often ignored, between the earlier and later 

phases of the French Revolution.” 

Any criticism of this work must proceed with these facts in mind. 

Apropos of his last-mentioned purpose the author declares that “to 

study the intricate strifes‘of French parties in 1789-95 apart from the 

reorganization effected by Bonaparte appears to me as unprofitable as to 

master the enunciation and construction of a geumetrical problem 

without proceeding to its solution.” Certainly he has not fallen into 

this error. In the attempt toshow the close connection between the 

earlier and later periods of the Revolution he has rather minimized the 

work of the years up to the Consulate. His account of the Revolution 

to the year 1795 takes up only g2 pages. Of these, fully one-third are 

devoted to the Political and Social Weakness of Europe in 1789, leaving 

only some 60 pages for the history of the events of 1789-95. The attempt 

throughout is to show the strong centralizing tendencies of the Revolu- 

tion, the certainty, on account of war and internal dissensions, of France’s 

falling into the power of some strong man, and the gradual decay, for 

the same reasons, of the great democratic ideas of liberty and fraternity. 

The account of Napoleon’s era is the best yet written within so 

short a compass. The completeness of the work and the clearness 

with which it is presented are beyond all criticism. Here, as everywhere, 

the facts are secondary, the elucidation of the principles and forces 

at work being first. Mr. Rose shows very plainly why Napoleon 

so easily came to power and why he held it so long. As Napoleon 

himself said, ‘Nothing has been simpler than my elevation. It was 

owing to the peculiarity of the times . ... I have always marched 

with the opinion of great masses and with events.” Napoleon was 

made the master of France because France believed that he and he 

alone could give her what she demanded,— peace and security within 

and without. His ascendancy was a guarantee that the essential work 

of the Revolution would not be undone, and that peace would be 

attempted with foreign nations. Hence the Consulate’s policy was 

from the first peace both within and without. The warring par- 

ties within the state were appeased, while an effort was made to end 

the wars with Austria and England. Mr. Rose thinks it “very doubtful 

whether Bonaparte was sincere” in these efforts at peace with foreign 

nations. The offers, however, were made. That they were not accepted 

was the fault of others. 
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The tendencies of Napoleon’s government, his policy in the treat- 

ment of the émigrés, the church, the press and the republicans are clearly 

set forth. His work in developing education, codifying the laws and 

in advancing internal improvements is also justly weighed and 

applauded. The conclusion to which the writer comes after consider- 

ing these matters is that “the First Consul figured not only as the 

‘heir to the revolution,’ but the restorer of autocracy. Though the 

social basis of France remained revolutionary, yet the new centraliza- 

tion of rule, the restriction of political liberty, the vigorous impulse 

given to useful and splendid public works, and the restoration of the 

colonial empire, . . . . all markeda return to the methods of Louis 

XIV. and Colbert.” He safe-guarded social equality at the expense of 

all the other principles of the Revolution. But France asked nothing 

else. Why, then, did not Napoleon hold his own to the end? In 

the first place he could not secure the peace so essential without making 

impossible sacrifices. England made it impossible. Yet this alone 

was not enough to overthrow one so strongly supported by all the eco- 

nomic and material interests of France. It was only when he struck 

at those interests that the nation repudiated him. The key to the whole 

policy of the empire, Mr. Rose thinks, is to be found in the neces- 

sity for overthrowing England. Hence the campaign against Prussia 

and the Berlin decrees. Hence the continental system. In these 

lay the sure causes of Napoleon’s overthrow. The author brings into 

clear relief the effect of the continental policy upon French and Euro- 

pean economic interests and shows how impossible the continuance 

of the system was. Bourrienne declared that “it caused general priva- 

tion and misery, which in their turn caused general hostility . . . . In 

order to ensure its complete success, it was necessary to conquer and 

occupy all countries.” That was impossible. The attempt led him 

to outrage national sentiment everywhere. Add to this Napoleon’s 

final conviction that war was necessary to keep him in power and the 

reasons for his fall are evident. 

One can say little but good of the book. The maps and plans are 

fair; the writer’s knowledge of the period is great; his manner of 

presentation is good, his sense for the important matters is accurate, 

his judgment is first-class; his style is clear. All in all, this is the 

best single volume in English on this period. 

RALPH CATTERALL. 
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Natural Rights. By Davip G. Ritcuiz. London: Swan, Sonnen- 
schein & Co.; New York: Macmillan & Co., 1895. 8vo. pp. 
xvi + 304. 

NATURAL RiGHTs is one of the third series of the Library of 

Philosophy now in course of publication in England under the editor- 

ship of Mr. J. H. Muirhead. Professor Ritchie’s attitude toward the 

doctrine which he discusses could of course not be otherwise than hos- 

tile, but his hostility is tempered throughout by a desire to do it full 

justice. His aim is to treat the doctrine as an historical fact of such 

great importance should be treated ; to point out not alone its lack of 

philosophic and historical foundation but also how it came ever to be so 

widely held. It has survived the criticisms of both Burke and Bentham. 

It has considerable strength in England today among such dissimilar 

persons as the conservatives and the anarchists, and in the United States 

forms a fundamental article in the popular national creed. But like 

other doctrines which have been outgrown this one is now effective only 

as an impediment in the way of further progress. It has served its 

purpose in history and should now undergo such revision as will 

deprive it of its distinctive characteristics of rigidity and individualism, 

but to this end the author believes that criticism of it should be sympa- 

thetic as well as unsparing. Professor Ritchie’s attitude towards natural 

rights is evidently a corollary of his position upon certain more funda- 

mental metaphysical questions, but in this book the metaphysics must 

be read, if at all, between the lines. The discussion is held closely to 

the immediate matter in hand and is accompanied with a wealth of con- 

crete illustration which lends force to the argument and makes it very 

pleasant reading. The style, in general, as is always true of the author, 

is easy, accurate and direct, and lighted up by a constant play of 

humor. 

The two parts into which the book is divided treat respectively of 

the “Theory of Natural Rights” and of “ Particular Natural Rights.” 

The first part undertakes to review the history of the idea of Nature in 

law and politics, to describe the present development of Rousseauism, 

and then to reconstruct from the elements of truth in the old doctrine 

an intelligible conception of rights. The ordinary belief that Rous- 

seau and the French revolutionary leaders were the first to receive the 

revelation of the gospel of natural rights and the first to proclaim it 

to the world will not bear the test of examination. As little is it true 

that the early American declarations owe their inspiration to the 
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influence of the French. On the contrary Professor Ritchie points out 

that the doctrine cannot justly be characterized as “French, foolish 

and frivolous,” but that a no less sober person than John Locke is 

responsible for the theoretical grounds upon which the Americans 

justified their separation from the mother country. However this may 

be as a matter of history, the doctrine finds as explicit and abstract 

statement in the individualism of Locke’s treatise as in any French 

proclamation. But Locke’s idea of the law of nature was substantially 

that of Grotius, and the conception of Grotius was derived by a long 

line of descent through the Roman jurists, Cicero, the Stoics and the 

Cynics, from the Sophists of the pre-Socratic age. The truer idea of 

the “natural” as the “rational,” which Locke weaves into his theory 

at the cost of some consistency, was received through Hooker and 

Thomas Aquinas from Aristotle, but the cruder conception is the pre- 

dominating one and was handed on by Locke to Rousseau and the 

writers who have followed him. Now the conception of nature, from 

the times of the Sophists down to Locke, Rousseau and the philo- 

sophic anarchists of today, has always been to a greater or less extent 

the mere negation of the existing order of society, and natural rights 

have always been interposed by way of objection to tyranny and 

oppressive legislation. Men have an almost irresistible tendency to 

state their practical problems by means of antitheses, and the whole 

doctrine of nature and natural rights, Professor Ritchie thinks, is one 

of the symptoms of this propensity. Men have become dissatisfied at 

different periods in history with certain features of the existing order, 

and, instead of characterizing them as conditions from which advance 

must be made, have chosen to call them violations of an already estab- 

lished natural order and signs of retrogression from a primitive ideal 

state. Locke therefore regarded the tyranny of the restoration as in 

direct violation of the rights of British subjects under the law of 

nature, and Rousseau, more sorely tempted than Locke, believed all 

of modern civilization to be a terrible mistake. Locke’s natural con- 

dition of peace is not genericaily different from Rousseau’s state of 

innocence. In fact “natural” law and “natural” rights have required 

for their very discovery a condition of things in which they were not 

respected, and Professor Ritchie of course holds that this strange phe- 

nomenon means simply that the term “natural” is a misleading 

abstract designation which men are apt to apply to what has been 

found by concrete experience to be rational. 
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But the question is not merely one of terminology. The “natural” 

rights are also “individual,” and this term is also founded upon an 

abstraction. Locke’s natural rights were the result of invoking the 

natural law of Grotius in behalf of the individual subjects of an aggres- 

sive monarchy which wished to become absolute. The political con- 

dition of England in the seventeenth century was most favorable to 

the growth of a strong individualistic sentiment, and because political 

thinkers were confused by the noise of conflict, they did not distinguish 

between the state and society on the one hand, and public officers on 

the other. This distinction is of course hard to make in England, for 

historical reasons, but the lack of it is nevertheless one source of 

error in Locke’s system. Seeing, then, that the political individual 

had been long struggling against the monarchy in defense of his /ga/ 

rights, Hobbes and Locke, though to differing purposes, conceived that 

society itself is ultimately composed of abstract unrelated individuals, 

each one of whom is endowed by nature with a full complement of 

individual “atura/” rights. Contract was therefore the basis of the 

state, and, for Locke, the state must respect such of the subject’s nat- 

ural rights as he has not bargained away. Political conditions in 

France in the next century were sufficiently worse to produce a greatly 

exaggerated form of the same idea. 

The doctrine of natural rights is therefore based on an untenable 

conception of the nature of society, but so long as rulers need correction 

it may not result in serious evil to say that they are violating the nat- 

ural rights of man. In point of fact, however, they are doing merely 

what ought not to be done. But cases may arise in which necessary 

legislation may be hindered by an appeal on the part of some inter- 

ested party to his natural and inalienable rights. He may be making 

anarchist speeches or employing infants at hard labor. Professor 

Ritchie’s contention is that in such cases the appeal to the natural 

rights of free speech or free contract is incompetent because there are 

no such rights. The question of natural rights has nothing to do with 

such questions as whether free speech and free contract may or may 

not be good policy in the long run. The final disappearance of the 

superstition leaves the way clear for the discussion of such questions 

on their merits. The doctrine originated at a time when it could do 

little harm, but Professor Ritchie fears that it still possesses consider- 

able vitality and that it is apt to be used by persons who wish their 

claims to be examined only in a court of “nature” in which they shall 

NN 
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act as judges. Bentham attacked the doctrine with great force, but in 

his own system he repeated its fundamental error. He did not see 

that its real defect was its abstract individualism, and in making this 

the foundation of his own system he virtually perpetuated the old doc- 

trine in a new form. It consequently reappeared more or less dis- 

tinctly in the opposition of certain early economists to factory legisla- 

tion. Modern anarchism is founded upon the same metaphysical error. 

Such in outline is the main drift of the argument of the first part. 

In the second, which occupies rather more than one-half of the volume, 

no less than ten alleged natural rights according to the American and 

French declarations are subjected to a somewhat severe inspection. 

Professor Ritchie has evidently bestowed much pains upon this por- 

tion of the discussion. Some of the American state constitutions have 

supplied him with an abundance of illustrative material. The attitude 

of the American people towards the Mormons is cited as an instance 

of how much real persecution may be visited upon unpopular practices 

and beliefs in spite of a widespread theoretical belief in the natural right 

of all men to freedom from religious persecution. The general pur- 

pose of the separate chapters is to show that the recognition of natural 

rights as “inalienable” or “imprescriptible” is inconsistent with the 

existence of organized society and that, however solemnly proclaimed, 

natural rights have in fact never been recognized in practice. It is in 

these chapters that the author’s ready wit, keen sense of humor and 

skill in casuistry are most marked. It is difficult to criticise a doctrine 

which many persons regard as self-evidently true and as the source 

and safeguard of their liberties, without incurring the risk of being 

misunderstood. It is the only real defect of this excellent book that 

it does not avoid this risk as carefully as might perhaps have been pos- 

sible. It is its aim “to expose confusions, to set those people to 

thinking who can be induced to think.” In these particulars it will be 

largely successful, but it may also be true that the absence of a fuller 

positive exposition of the theory of rights than is given, may cause the 

book to appear to some, more exclusively negative in its spirit than it 

really is. H. W. S. 




